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iI1ITR0DUCTI OK
The subject dealt with in this study came to the writer 1 s
attention after examining statistics about bank failures in
California and Illinois since 1926. A rather brief statement
was made in connection with the statistics presented, mention-
ing the fact that branch banking was state-wide in California
but absolutely prohibited in Illinois. Since the two States
were similar la that each contained large cities and each had
developed along similar lines in respect to agriculture and
industry, the writer wondered if a study of the subject here
presented would be illuminating.
The ter. jranch banking" as used in this study is in-
terpreted to mean any banking office doing a regular banking
business regardless of location, the capital of which has been
assigned to it from a parent institution. There is no separate
incorporation for parent and branches; it is one banking insti-
tution located in more than one place.
The writer is very greatly indebted to the ladies working
in the Statistical Department of the Boston Public Library for
the help they have given and their patience in securing for the
author such information as has made this study possible.

CHAPTER I
BRANCH BANKING IN OTHER COUNTRIES
A Brief Summary of Branch Banking in England
A Brief Summary of Branch Banking in Scotland
A Brief Summary of Branch Banking in Canada
A Brief Summary of Branch Banking in France
A Brief Summary of Branch Banking in Germany
A Brief Summary of Branch Banking in Japan

1A Brief Summary of Branch Banking in England
The Jews were the bankers in England during the middle
ages and early modern times. A little later the Lombards
(Italians) were doing a rather primitive type of banking in
England. The workers and dealers in the precious metals,
the so-called goldsmiths, were the next in order of time to
be considered English bankers* These early attempts at
banking were carried on chiefly in London and v/ere of a
primitive nature. They were crude private banks. It was
not until about the middle of the eighteenth century that
the country villages and smaller provincial towns saw a
development of banking. 1
Much of the banking throughout the v/orld has been
developed because of emergencies. This was the case with
England. There was no Incorporated institutions engaged
in banking previous to the establishment of the Bank of
England in 1694. 2
William Patterson, a Scotchman, devised a plan for the
establishment of the Bank of England and shortly afterwards
the bank was incorporated by Parliament
.
s One important
feature of the plan of the bank was that it should loan to
the government 1,200,000 pounds with interest to be paid on
the loan at the rate of 100,000 pounds a year. 4
1 Scott, loney and Banking, p. 248.
2 Ibid.
3 illis and Beckhart, Foreign Banking Systems, p. 1146.
4 Ibid., p. 1147.

2Concerning the interest payment, William A. Scott says:
"On account of the great need for funds caused
by the war which l.illiam and Mary were then waging
against the exiled Stuarts and their continental
backers, the loan of such a sum at so favorable a
rate of interest, and the prospect of further finan-
cial assistance from the new institution, were in-
ducements sufficient to secure the assent of parlia-
ment to certain special privileges to be enjoyed by
the incorporators . "
1
*n act to further aid the Bank of Kngland was passed by
Parliament in 1708. The most important clause of this act
is given by Scott in his "TToney and Banking" as follows
:
"That during the continuance of the said Corporation
of the Governor and Company of the Bank of ]ngland, it
shall not be la?/ful for any body politic or corporate
whatsoever, erected or to be erected (other than the
said Governor and Company of the Bank of England) , or
for any other persons whatsoever united or to be united
in covenants or partnerships, exceeding the number of
six persons, in that part of Great Britain called
England, to borrow, ov/e or take up any sum or sums of
money on their bills or notes payable at demand, or at
less time than six months from the borrowing thereof." 2
Of course this act left private bankers and partnerships
of less than six persons free to issue notes and to carry on
all other branches of the banking business, scott says that
in spite of the privileges enjoyed by the Bank of 1 ngland
during the first century of her history, the records of the
Bank show that the private bankers more than held their own
in competition for the business of merchants and other private
individuals. 5
kM previously mentioned, it was about the middle of the
1 Scott, op. cit., p. 248
2 Ibid., p. 249.
3 Ibid.

3eighteenth century before private bankers began to appear in
the provincial towns. By the end of the century some three
hundred or more were in existence, and during the next few
years their numbers increased very rapidly, "These bankers
issued notes freely, before 1777 in such denominations as
they desired, frequently below one pound. nl
This note issue caused considerable trouble . During and
immediately succeeding the Napoleonic wars there was an unusual
amount of loaning which contributed much to the speculation
preceeding the crisis of 1825.
It was only natural that a widespread demand for reform
would follow, and thet is exactly what happened. This demand
crystallized in 1826 in a new law which provided among other
things that joint-stock banks with an unlimited number of
partners might be established in any place in England outside
a radius of sixty-five miles from London and that the Bank of
Kngland might establish branches in any place in iUigland.^
The purpose of this law was to encourage the establishment in
provincial towns of banks with a larger and financially stronger
proprietary than was previously possible under the limitations
imposed by the act of 1708.
The Bank of England was quick to take advantage of the
provisions of the act and established branches in Gloucester,
Manchester and Swansea in 1826, in Birmingham, Liverpool,
4 I
1 Scott, op. cit., p. 250.
2 ' illis and Beefchart, op. cit., p. 1150.

4Bristol and Leeds in 1827, in Newcastle in 1828, in Hull and
Norwich in 1829, and in Portsmouth in 1854. 1
It should be remembered that the Bank of England is a
joint-stock company incorporated by charter, but enjoys some
special privileges and is not exactly like the other joint-
stock banks
.
There has been developed in England a type of non- issuing
joint-stock bank. Typical banks of this group are the London
and Westminster type. At first these were bitterly opposed
by the Bank of England and the private banks of London and
many obstacles were placed in the way of their development.
Gradually, however, by resort to the courts and to Parliament
they not only won the right to existence, but a satisfactory
legal status. A typical bank in any of these groups has a main
office and several branches. The London and t estrainster
,
founded in 1854, (now the Westminster Bank, Limited) 2 has
thirty-five branch offices in other parts of London. The
rxmdon City and nidland Bank has seventy or more branches in
London and its suburbs, and four hundred or more offices in
the provinces. The Manchester and Liverpool District Banking
Company has its head office in Manchester and more than one
hundred offices elsewhere, including one in London.5
The leading institutions of these groups have been growing
for many years by the absorption of other institutions, the
1 Scott, op. cit., p. 251.
2 illis and Beckhart, op. cit., p. 1162.
5 Scott, op. cit., p. 257.

5extension of branches, and increases in the magnitude of
their branches. During the thirty years ending with 190G,
there were 244 banks absorbed through amalgamation, the
number of banking offices in England increasing during the
same period from about 5000 to 7507.
During the Vorld War consolidation proceeded to a much
greater degree than ever before . Five joint-stock banks stand
out because of their size and are known as the "Big tive."
These are the Midland Bank, Lloyds Bank, Barclays Bank, West-
minster Bank, and National Provincial Bank.2 The "Big Five"
have 8050 offices and have 67 per cent of the banking assets.*^
Twenty-six concerns, each with more than 100 offices each,
have 93 per cent of the assets.4 (This includes the "Big Five").
Only forty-two concerns are in the general deposit banking
business in the British Isles, with 12,837 offices. 6
1 Scott, op. cit., p. 258.
2 Willis and Beckhart, op. cit., p. 1165.
3 Hearings, p. 429.
4 Ibid.
5 Ibid.

6A Brief Summary of Branch Banking in Scotland
The Bank of Scotland, formed by the Scottish Parliament
in 1695, for some time after its establishment occupied a
position similar to that of the Bank of England in English
banking. 1 It is only natural, though, that the history of
banking in Scotland should follow rather closely that of
England. The branch bank has been developed to a higher
degree in Scotland, however, than it has in England. Not
only this, but in the northern part of the country the per-
centage of branches per head of population is higher than in
any other part.2 Writing in 1916 Mr. Phillips says: "The
functions performed by the eight Scotch banks and their 1245
branches are essentially similar to those already described
as being carried out by their r.nglish breathern."
The following facts were gathered by the 61st congress
by interviews held on Banking and Currency Systems of England,
Scotland, France, Germany, Switzerland, and Italy, sir George
Anderson, General Manager of the Bank of Scotland, said in the
Interview that his bank had 163 branches and twelve sub-branches
in Scotland; also an office In London. This bank was founded
in 1695. 4
An interviev; with "r. Adam Tait, Cashier and General
manager of the Royal Bank of Scotland, revealed the fact that
his bank had 152 branches. In some cases there were sub-branches
.
1 Phillips, Readings in Money and Banking, p. 475.
2 Ibid., p. 475.
3. Ibid.
4 Ibid., p. 480-482.

7In further explanation Mr. Tait said: "Some are mainly or
almost entirely deposit branches; others have few deposits,
but large advance business." 1 The Royal Bank of Scotland
was established In 1727.
By the Scottish Bank Notes i ct of 1845, which governs
the Scottish note issues, the right to issue was confined to
banks already exercising the privilege.^ Since this act of 1845,
no new bank has succeeded In establishing itself in Scotland.
^
Before making certain criticisms of the Scotch banks
Mr. Phillips in his book on "Readings in Money and Banking"
says; "Scotch banking is so generally regarded as one of the
highest achievements of the banking intelligence that some
hesitation is natural in criticising the system by which,
according to Its own evidence, It has obtained most of Its
success."
1 Phillips, op. cit., p. 480-482.
2 V/illis and Beckhart, op. cit., p. 1177.
3 Ibid., p. 1178.
4 Phillips, op. cit., p. 478.

3A Brief Summary of Branch Banking in Canada
There was an attempt to introduce banking Into the British
North American provinces as early as 1792. The "Canadian
Banking Company," which was organized by certain hnglish firms
and Montreal merchants, did not survive its origin very long.
It has been definitely established that it did exist, though,
for "at least one of its 5-shilling notes which has been pre-
served (No. 6805) is proof that it exercised the function of
issue." 1
In the province of Lower Canada, some few years later, an
attempt was madt to establish another bank of issue, discount
and deposit. 2 A provincial charter was not obtained, however,
until 1822. The initial paid-in capital of tills bank was 25,000
pounds currency.
The following year after the establishment of the bank in
the province of Lower Canada, the Quebec Bank was established.
There was an attempt by Montreal and Cuebec merchants to secure
bank charters from the legislature as early as 1807, but with
no success. At Kingston, Upper Canada, a similar movement was
begun in 1810, but the effort failed. The one started at Halifax
in 1811 likewise failed.4
It was 1819 before the first bank of the upper province
began business; the first bank of Nova Scotia in 1825. Most of
these early banks failed to secure a charter for a number of
1 Breckenridge
,
History of Banking In Canada, p. 5.
2 Ibid., pp. 5-4.
5 Ibid., p. 4.
4 Ibid., p. 5.

9years and the promoters organized under articles of association. x
The Halifax institution was a private partnership.
The first British North American charter granting incorpo-
ration to a banking company which was passed, approved, and
actually usea, was the Kew Brunswick act of 1820, "incorporating
the president, directors, and company of the Bank of New Bruns-
wick, with its principal offices at St. John."5 The bills which
Incorporated the first three banks of Lower Canada were passed
by the legislature in 1821 and came into force by proclamation
4the following year.
The bill introduced into the legislature of Lo?/er Canada
in 1808 compared to the "charter of the first bank of the United
States has shown beyond all doubt that the essential features
of their proposed bank charter were framed by the Canadians
quite in the spirit, and for long and significant passages,
exactly in the letter of Alexander Hamilton's provisions for a
national bank."
The charter of the Bank of Montreal shows that the legislature
"formed the 144 shareholders into a body politic, with corporate
powers continuing to June 1, 1831. The capital was fixed at
250,000 pounds currency." 6 Under similar provisions as those
for the Bank of Montreal the following named banks received
charters as indicated: The Quebec Bank with a capital of
75,000 pounds, the Bank of Canada 200,000 pounds. The Bank of
1 Breckenridge, op. cit., p. 5.
2 Ibid.
3 Ibid., p. 6.
4 Ibid.
5 Ibid., p. 7.
6 Ibid., p. 9.
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Canada, however, found business less lucrative than was expected
and wound up its business prior to 1831, but without loss to its
creditors. 1 The copartnership or association at Kingston probably
never had more than 11,500 pounds as capital paid in. The
partnership became bankrupt late in September, 1822.
The stability of the early Cenadian banks is wondered at
in the light of the following quotation:
"No one can pretend, after scrutiny of the earliest
Canadian charters, that the laws governing banking were
strict or their conditions severe. Provisions now
reckoned indispensable for protecting the public were
either lacking altogether, or, if embodied in the legis-
lation, were deficient in form and devoid of statutory
sanction, /s It happened, however, those who owned and
managed the first banks were animated by another purpose
than to take advantage of the law's defects, l.'hat they
wanted, apparently, was to make as large a legitimate
profit as they might in relying upon legitimate means."
Breckenridge states that there were worse frauds and more
scandalous bank failures under the developed Dominion legislation
of 1871 and 1880 than in any of the provinces prior to confederation.
He says:
"From 1829 to 1866, indeed, not one bank chartered
oy Upper Canada, Lower Canada, or Nova Scotia v/ent down
in failure. There were losses, to be sure, and heavy
ones, notably in the middle twenties, and again after
the panic of 1857, in the trying times of 1848-49, and
after the collapse of 1857, but, barring the expressly
authorized suspensions of 1837-1839, they managed, all
of them and throughout the term, to uphold their solvency
and to maintain the redemption of their obligations in
coin."4
England and Canada v/ere at odds a considerable portion of
the time from 1825 to 1841 on questions involving banking legis-
lation. Despite this fact, however, the banks increased in
1 Breckenridge, op. cit., p. 13.
2 Ibid.
3 Ibid., p. 15.
4 Ibid., p. 20.
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number and importance. There seemed to be no thought in these
early days of banking in Canada to exclude the idee of branch
banking. For instance, in 1830 the lords of the treasury in
England suggested the following: "Notes for circulation to be
datea at the place of issue and to be payable on demand, in
specie, at the place of date and issue, as well as at the prin-
cipal office of the bank, it being understood that it is not
intended by this regulation that any branch establishment shall
be called upon to pay the notes either of the principal bank or
of the other branches." 1
In 1841 the following banks were operating in Canada with
a paid-in capital as indicated: Montreal Bank, 500,000 pounds;
Peoples 1 Bank, 50,000 pounds; City Bank, 200,000 pounds; Banque
du Peuple, 115,759 pounds; Commercial Bank of the Midland Dis-
trict, 200,000 pounds; Bank of Upper Canada, 200,000 pounds;
Farmers 1 Bank, 45,122 pounds; Gore Bank, 100,000 pounds; ( uebec
Bank, 75,000 pounds; Bank of British North America, 690,366
pounds sterling. All except the last bank usea the Canadian
pound of approximately .,,4.00; the latter the l.nglish pound of
approximately v5.00.
Banking in Canada was under new jurisdiction after 1867,
as noted by the quotation following:
"Under the British North American act passed by
the Imperial Parliament in 1867, and the confederation
of the Provinces of Canada, Nova Scotia, and New Bruns-
wick, which this measure brought about, the parliament
of the new Dominion v/as given exclusive authority in
all matters pertaining to currency and coinage, banking,
and incorporation of banks and of the issue of paper
1 Breckenridge
,
op. cit., pp. 24-25.
2 Ibid., p. 45.
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money, savings banks, bills of exchange and promissory
notes, interest and legal tender. Subject to this
jurisdiction, directly the act cane into force, there-
fore, were the 18 banks chartered by Canada (thereafter
divided into Ontario and Quebec), 5 by Nova Scotia,
4 by New Brunswick, and 1 working in all the colonies
under royal charter, but obligated to accept such
general regulations as the Dominion might impose."
From the date of confederation to January 1, 1B90, the
number of banks under Dominion jurisdiction increased from
twenty-eight to thirty-eight and their paid-in capital from
v 32, 500,000 to ^60,289,910. On December 31, 1908, there were
1,927 offices in Canada located in 1,054 different places,
while fifteen years previous there v/ere 465 offices in 259
different places.2
Mr. Phillips gives an idea of the development of Canadian
banking in the following quotation:
"During the first half of the nineteenth century
the commercial and financial interests of Canada and
the United States were comparatively intimate and the
financial institutions of both countries developed on
similar lines. The safety fund system, first introduced
in the State of Hew York in 1819, found favor also in
Canada and is still an integral part of the Canadian
banking system. Branch banking, which was most success-
fully illustrated in this country by the State Bank of
Indiana, and which now exists in some form or other
in almost all countries except the United States, has
always prevailed in Canada. The importance of a prompt
redemption of bank notes as exemplified in the old
Suffolk banking system in Hew Kngland before the v/ar,
v/as fully realized in Canada and is probably better
illustrated in the present Canadian system than in
any other country."^
There was an attempt on the part of many people in Canada
to copy the national bank act of the United States. This did
not occur, however, and "Tr. Phillips says of their system:
1 Breckenrldge, op. cit., p. 89.
2 Ibid., Appendix V.
3 Phillips, op. cit., p. 407.
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"The Canadian system Is a product of evolution.
It has taken its present form because of the com-
mercial and financial needs of the Canadian people.
It was not created by lawyers or statesmen to meet
a fiscal need of the Government, but has grown up
gradually under the fostering care of experienced
bankers, no changes having been made until experience
proved them necessary or advisable
The unit bank in Canada has disappeared from among those
doing a general banking business. It is the branches of the
chartered banks in Canada that do the banking business. :*r.
Phillips says a "chartered bank In Canada Is a bank of branches,
not a bank with branches. The parent bank, technically known
as the »head office, 1 neither takes deposits nor lends money."
The number of chartered banks have been decreasing In
recent years. This has come about because of absorptions.
In 1913 there v/ere twenty-four chartered banks In the Dominion,
but in 1929 these had been reduced to ten.^ Xach of these ten
Is a branch banking system, v/^th none having lesr than thirty
branches. Prom Hearings held by the House of Representatives
on "Branch, Chain and Group Banking" the following is quotea :
"The three largest banks, the Royal Bank of Canada, the Bank
of Montreal, and the Canadian Bank of Commerce, have .2,500,000,000
in assets out of ^3,500,000,000, the aggregate of all ten. Of
the 3,966 domestic branches and agencies of the charterer banks,
4these three largest banks have 2,219." This information v/as
obtained by the House in 1929.
In a publication of the American Bankers i ssociatlon in
1932, a discussion Is given on Canadian banking and from it
1 Phillips, op. cit., o. 407.
2 Ibid., p. 409.
3 Cartinhour, Branch, Group and Chain Banking, p. 305.
4 Hearings, p. 428.
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the following is quoted:
"Consider just how far the Canadian system carries
centralization. Canada 1 s ten chartered banks, which
comprise the entire commercial banking field and cover
the country with more than 4,000 branches, had total
assets of 3,035,000,000 on /ugust 31, 1931. Of this
total, ; 825,000,000, or 27* of the nation's entire
commercial banking assets, were held by one bank alone
with about 1,000 branches. The three largest banks,
with 2,400 branches, held ;,; 2, 180,000,000 or more than
70-3 of the country 1 s entire banking resources."^-
1 R. S. liecht, Elements of Strength and Weakness in Modern
American Banking, Publication of American Bankers
Association, p. 16.
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A Brief Summary of Branch Banking in France
When Napoleon became First Consul of France he devised
a plan for a larger and more serviceable banking institution.
This was embodied in a decree issued January 18, 1800, estab-
lishing the Bank of France, a private bank having a monopoly
of note issue. 1
During the last years of the Napoleonic regime it was
quite evident that the close connection with the government
v/as on the whole disadvantageous, and that the bank v/ould gain
from a reduction of its capital and the closing of its branches.
In keeping with this belief, the Government was petitioned for
permission to close its branches. This request, among others,
2
was granted and accordingly the three branches were closed.
After the closing of the branches, independent banks of issue
were authorized in a number of cities in prance.
By 1836 the ravages of the Napoleonic Wars were somewhat
forgotten and the Bank of France desired to establish branches
once more. In this year the Bank not only petitioned the
Government for the branch privilege, but asked for the ex-
clusive right to issue notes in all places in v/hich such
4branches should be established. The Government granted the
request of the Bank, but continued also the policy of organizing
independent banks.
In the same year in v/hich permission was granted for the
1 V/illis and Beckhart, op. cit., p. 543.
2 Scott, op. cit., p. 270.
3 V/illis and Beckhart, op. cit., p. 544.
4 Scott, op. cit., p. 271.
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establishment of branches they were opened at Rheins and Sainte
Ktienne. In October, 1837, and in January, 1338, branches of
the Bank of France were opened at Saint Quentin and ;:ontpelier.
Branches were also organized in 1840 at Grenoble and /.ngoulerae,
in 1841 at Besancon, in 1842 at Caen, Chateaureax and at
Clamont-Ferrand, in 1844 at Bulhouse, and in 1846 at Strash-
burg and Le Mans.
At the outbreak of the Revolution in 1848, there were in
operation in the departments eleven branches of the Bank of
France, and nine independent banks of issue
It was evident that a single bank of issue was desirable
in France because of suspensions of specie payment during the
troublesome days of 1848, A law was passed authorizing the
absorption of the nine departmental banks by the Bank of France,
and granting to the latter institution a monopoly of note Issue.
These nine provincial banks became branches of the Bank of France
The Bank of France has moved slowly and usually under
pressure of the Government in the establishment of branches.
By the end of the year 1848 there were t?/enty-four branches In
operation, and between that date and 1857 seventeen more were
established. A bank act passed in 1857 authorized the Govern-
ment, after a period of ten years, to require the Bank to estab-
lish branches in all the departments In 7/hich none existed.
This act was supplemented by the passage of another in January,
1873, requiring the Government to arrange with the Bank for the
1 Scott, op. cit., p. 271.
2 Ibid.
3 V/illis and Beckhart, op. cit., p. 544.
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opening of eleven new branches by January 1, .1375, and of
seven others in each of the years 1875 and 1376. By 1897
there were in all ninety-four branches la operation, and the
bank act passed in that year required an increase in thfl
number to 112 during the two succeeding years.'1" In order to
increase its facilities for transacting business in the depart-
ments, the Bank has established agencies and so-called auxiliary
offices in a number of towns in which branches are not located.
The report of the bank to its stockholders for 1914 shows that
at the end of that year there were in operation 143 branches,
seventy-five auxiliary offices and 366 agencies. This makes,
together with the Central Bank 585 places at which the Bank
2did business.
'V.t the end of 1926, the number of agencies of all kinds
and connected towns reached 661, to wit:
1 central bank.
18 offices in Paris and its suburbs.
159 branches.
81 auxiliary offices.
3402 attached towns (villes rattachees)
The Bank had at the beginning a capital of thirty million
francs. mk part of the capital was made up of the assets of
another bank which went into liquidation, the Treasury sub-
scribed five million francs and the rest was subscribed by
private individuals, among them Napoleon Bonaparte himself and
his family as private citizens."*"1 The capital is 182.5 million
1 Scott, op. cit., p. 276.
2 Ibid., p. 277.
3 Willi* and Beckhart, op. cit., p. 544.
4 Ibid.
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francs at present, a sun v;hich is the result of four successive
increases.
William A • Scott in his "Money and Banking" writes as
follows
:
"Another important effect of the Revolution of 1848
was the establishment of a number of Comptoirs d , j-scompte.
These were organized on a plan somewhat different from
that followed after the Revolution of 1830. The capital
needed was furnished one-third by the state, one-third
by the municipality in which it was located, and one-third
by private individuals. AA in 1850 they served M inter-
mediaries between the commercial classes and the Bank of
Prance by supplying the third signature needed to render
the bills of exchange originating in the ordinary pro-
cesses of commerce available for discount. These Comptoirs
d'Escompte thus mark the beginnings of a new type of bank-
ing institution, namely, one without the right of issue,
catering to the interests of the mercantile and industrial
classes and intermediating between them and the Bank of
Prance ." 2
These Comptoirs d'Kscompte have a very prominent place in
the financial life of France, as noted in the quotation above.
It is quite evident, then, that the Bank of France with its
many branches does not dominate the banking field in France.
The oldest of the Comptoirs d»Kscompte class is the Credit
Industrial et Commercial which was established in 1859 v/ith
a capital of sixty million francs and modeled after the joint-
stock banks of England. The Credit Industrial et Commercial,
according to the Hearings by the House of Representatives,
has many branches in Paris but none outside the city." In
1863 the Credit Lyonnais was established, first as a local bank
of the city of Lyons, with a capital of twenty million francs.
1 ' illis and Beckhart, op. cit., 544.
2 Scott, op. cit., pp. 272-273.
3 Hearings, p. 429.
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according to Hr. Scott it Is the largest private banking
institution in the world. Tills bank lias a network of 1,014
branches throughout the country. 1 The Socicte Co-norale was
established in 1864 with a capital of 120 million francs.
In 1929 this bank had 1,550 branches scattered in various
parts of France.*5 The Comptoir d^-.scompte, similar to the
banks listed above and the first one to be established, had
250 branches in 1J29.4
These are not the only banks that have caused the unit
banks in Prance to suffer severely from the competition of
extensive branch banking, for in addition to these there are
several of considerable size which have many branches in
praticular regions of the country. Some of the banks and the
number of branches are as follows: The Credit du Ilord has
seventy-five branches; Societe IJancienne 105 branches and
agencies; and Societe Marseillaise with 107 branches and
5
agencies. The figures for the branches are as of 192n. From
Hearings is given an idea to the extent of branch banking in
France from the following quotation: "The growth of the four
big banks and the regional banks has been at the expense of
the local banks, which is said to play a small role in French
banking today." 6
1 Hearings, p. 429.
2 Scott, op. cit., p. 278.
3 Hearings, p. 429.
4 Ibid.
5 Ibid.
6 Ibid.
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A Brief Siuamary of Branch Banking in Germany
In 1765 Frederick the Great eat? blished the :ocnigliche
Bank in Berlin as a state institution- 1 This institution
developed into the Bank of Prussia in 1846 ( the Preussische
Bank) and was later transformed into the Imperial Bank of
Germany, or the Reichsbank in 1875. 2 The bank expanded into
the provinces by the establishment of branches begun early
and was continued until it was thus represented in all the
important towns of the Kingdom. The Imperial Bank not only
had the privilege of establishing branches In every part of
the empire, but was required to do so when directed by the
federal council or the imperial Chancellor."6
There were thirty-two other banks of isaue in Germany
in 1875 besides the Imperial Bank. Provision was made for
these banks to continue as independent banks under existing
regulations or as parts of the Imperial system. "Banks which
chose to remain outside of the Imperial system were forbidden
to establish branches or agencies or to circulate their notes
B
outside of the state In which they were located." 1
The Imperial Bank has grown as the German nation became
more Important in the commercial world. Its capital was 180
million marks in 1899; previously it was 120 million marks.
Its branches, which numbered at the beginning about 200, had
increased by 1899 to 510, by 1900 to 320, by January 1, 1903
1 Willis and Beckhart, op. cit., p. 662.
2 Ibid.
3 Scott, op. cit., p. 286.
4 Ibid., p. 292.
5 Ibid.
6 Willis and Beckhart, op. cit., p. 662.
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to 354, and by January 1, 1915, to nearly 500. In 1930 the
Reichsbank had, in addition to the central office in Berlin,
seventeen main offices, eighty-four branches, 314 subordinate
pbranches, eight agencies end a goods depot.
After the World Var the Republic took over the Imperial
Reichsbank entirely unaltered,5 A fundamental change was not
made in the constitution until 1922. This change was the
passing of the control from the Imperial Chancellor to the
Reichsbank board of directors.4
The Reischbank is a private institution, and the shares
are owned mostly in Germany and Holland, being distributed in
small lots. 5
Next In importance to the growth of the Imperial Bank,
and the gradual disappearance of most of the banks of issue,
is the concentration of most of the purely commercial banking
business of the country in the hands of joint-stock banks.
Before the World V;ar this business was mainly in the hands of
nine large Institutions. 6
From Berlin these banks doing a commercial business ex-
tended their Influence over the entire empire and into the
German colonies and foreign countries by establishing controll-
ing Interests In provincial banks, b?/ tiie creation of banks
Independent in form but actually controlled by them, by the
establishment of a community of interest between themselves
1 Scott, op. cit., p. 293.
2 uillls and Beckhart, op. cit., 667.
3 Ibid., p. 664.
4 Ibid.
5 Phillips, op. cit., pp. 546-550.
6 Scott, op. cit., p. 294.

and other banks in other ways and by connecting ti-emaolves in
a vital manner with the rapid industrial and commercial de-
velopment of the country
In Germany the movement from the unit bam: to a branch
banking system among banks doing a general banking business
advancea considerably in the twenty years from 1888 through
1007. In hearings held by the House it is shown that in 1888,
164 credit or joint-stock banks with 175 branches were doing
business. By 1907, there wore 421 of these banks with 1,064
branches. Of the total number operating that year, almost 200
were small unit banks with paid-in capital of less tlian a
million marks. These small banks controlled something less
than 2 per cent of the aggregate paid-in capital of the 421
credit banks. By the end of 1920, out of a total of 488
credit banks, as many as 554 were classified as having less
than a million marks capital.''
1 Scott, op. cit., p. 295
2 Hearings, p. 429.
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A Brief Summary of Branch Banking in Japan
The dawn of modern banking in j£pan startc- with the
so-called "trade companies" and "exchange companies" about
1370. 1 In 1370 the Notional Bank Regulations were modelled
after the Notional Bank Act of the United States.
*
The National Bank System did not prove satisfactory,
consequently it was abandoned. In 1882, the Bank of Japan
regulations were promulgated and modelled somewhat after the
German Helensbank system.^
At present the unit bank in Japan is losing ground rapidly
and the branch banking movement is taking its place. In the
past few years the tendency has been very largely fostered by
the Government. Between 1913 and 1928 the total number of
bank3 was reduced from 2,156 to 1,133."
There were 1,1G3 banks in existence in 1923, of which
100 were savings banks, thirty-two special 'banks, and the re-
mainder doing a general banking business. 6 The special banks
were individually chartered to further some particular end,
often as public or 30mi-publlc Institutions. Included in tills
group are the Bank of Japan, Bank of Chosen, Bank of Taiwan,
Yokohama Specie Bank, and the agricultural and industrial banks.
These figures do not include Japanese trust companies and
cooperative banks.
1 V/illis and Beckhart, op. cit., p. 816.
2 Ibid., pp. 816-817.
3 Ibid., p. »17.
4 Hearings, pp. 429-430.
5 Ibid.
6 Ibid.

*S4
Fourteen important banks doing reneral banking business
at the end of 1923 had deposits equal to 55 per cent of all
the deposits of these general banks. "The Big rive alone
had 34 per cent of the abrogate of such deposits." 1
1 Hearings, pp. 429-430.
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The First Bank of the United States with Branches
Alexander Hamilton considered that the Bank of North
America had been so crippled for national use by accepting
a charter from the State of Pennsylvania "which so narrows
the foundation of the institution, as to render it an in-
competent basis for the extensive purposes of a national
bank," 1 that he proposed the first Bank of the United States.
His report while Secretary of the Treasury "on the sub-
ject of a National Bank" was read in the House of Represen-
tatives, December 15, 1790. In the recommendation Hamilton
said:
"There are at present three banks in the united
States: that of North America, established in the
city of Philadelphia; that of New York, established
in the city of New York; that of Massachusetts, es-
tablished in the town of Boston. Of these three, the
first is the only one which has at any time had direct
relation to the Government of the United States." 2
From Hamilton 1 s preliminary statement to the recommen-
dations for the establishment and conduct of a National Bank
the following is quoted: "Abandoning, therefore, ideas which
however agreeable or desirable, are neither practicable nor
safe, the following plan, for the constitution of a national
Bank, is respectfully submitted to the consideration of the
House."3
In Section XXIII of Hamilton 1 s recommendations Is stated
the action to be taken about branches for the natiuial bank.
1 American State Papers, Finance, Vol. I, p. 72.
2 Ibid.
3 Ibid., p. 74.
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It follows:
"XXIII. It shall be lawful for the directors
of the bank to establish offices, wheresoever they
shall think fit, within the United States, for the
purpose of discount and deposit only, and upon the
same terms, and in the same manner, as shall be
practised at the bank, and to commit the management
of the said offices, and the making of the said
discounts, either to agents specially appointed by
them, or to such persons as may be chosen by the
stockholders residing at the place where any such
office shall be, under such agreements, and subject
to such regulations as they shall deem proper; not
being contrary to law, or to the constitution of
the bank."l
The plan of such a bank as Hamilton recommended was
submitted to Congress December 13, 1790. February 25, 1791,
the law was passed creating the Bank of the United States.
The duration of the Bank was limited to March 4, 1811.
Shortly after the beginning of the year 1792, branches
were opened at New York, Boston, Baltimore, and Charleston.
It was not long after these first branches ?;ere opened until
others were established at Norfolk, Savannah, and Washington
(1799), and in 1804 a branch was established at New Orleans,
making in all eight branches.
Each of the branches was apportioned a share of the whole
capital. The capital reserve for the parent bank at Phila-
delphia was £4,700, 000. The remainder was distributed among
the several branches as follows: New York, vl>800,000; Boston,
£-700,000; Baltimore, 600,000; Norfolk, (.600,000; Charleston,
£600,000; Savannah, ,500,000; New Orleans, ^300, 000; ashing-
ton, £200,000. This distribution gave the eight branches a
1 American state Papers, Finance, Vol. I, p. 75.
2 Holdsworth and Dewey, The First and second Banks of the
United States, p. 38.
3 Ibid.
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total capital of s 5,300,000, a little more than the amount
allotted to the parent bank at Philadelphia.
hen the first branches went into operation in 1792,
Boston had one bank, the Bank of Massachusetts, established
in 1784; Baltimore had one, the Maryland Bank, chartered in
1790; Philadelphia had the Bank of North America, founded
in 1781; and New York had the Bank of New York, which began
business in 1784, but v/hich did not secure a charter until
the year 1791. 1
Holdsworth and Dewey give an idea as to how the Bank of
the United states and its branches stabilized the issues of
bank notes. This, they say, was done "by making all duties
payable in notes of the Bank of the United States; these notes
gained a far more extensive circulation than those of any
other bank. Moreover, the bank and its branches exercised a
salutary restraint upon overissue by other banks by following
the practice of presenting promptly the notes of other banks
received over their counters." 2
Note issue was enjoyed by both the parent bank and the
several branches, the lowest denomination being v5.00. The
total amount in circulation probably never exceeded -6,000,000
The notes issued by the branches were signed by the president
and cashier of the main bank. The cashier of each branch gave
duplicate receipts for them, one copy to remain in the hands
of the branch president, the other to be kept by the president
1 American State Papers, Finance, Vol. II, p. 479.
2 Holdsworth and Dewey, op. cit., p. 40.
3 Ibid., p. 50.
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of the parent bank. At first the bank established the rule
of making the notes payable only at the places v/here they
were issued. Later, however, it undertook to receive them
in Philadelphia or at any branch, but a short experience with
this practice led to its discontinuance. 1 The fact that the
bank refused to accept the notes of its own branches naturally
gave occasion for considerable criticism. This rule, under
the conditions existing at that time, was, probably, a wise
one.^ It compelled each branch to "stand upon its own botto ,
and checked any possible disposition to overissue."^ This
rule also protected the bank from the effects of a sudden
demand for payment, at any of its offices, of a large accumu-
lation of its bills.
The charter of the bank contained no provision that the
Government should deposit the public funds in the bank and its
branches, nor was there any agreement on the part of the bank
to transfer the public funds from one part of the country to
another. "It therefore became the subject of arrangement be-
tween the Treasury and the bank, and the benefit of the ex-
clusive deposits, it is believed, was made the condition of
the service."4 Gallatin said of it: "They place instantly
our money where we want it, from one end of the Union to the
other, which is done on the tacit condition of our leaving
our deposits with them." 5 He maintained that the state banks
could not effect the transmission of the public funds with
1 Holdsworth and Dewey, op. cit., p. 50.
2 Ibid.
3 Ibid.
4 American State Papers, Finance, Vol. IV, p. 808.
5 Ibid.

29
the same facility or to the same extent as the Bank of the
United States through its several branches. 1
TABLE I
Government Deposits in the Bank of the United States and Its
Branches for the Years 1803 and 1306"*
1803 1806
Bank of the United States $ 996,047 £ 877,505
Boston Branch 588,078 1,173,714
New York Branch 1,244,276 1,540,620
Baltimore Branch 616,177 294,560
Washington Branch 229,648 305,740
Norfolk Branch 471,978 180,595
Charleston Branch 430,224 244,975
Savannah Branch 138,591 62,328
New Orleans Branch 236,748
Ten Other Banks (a) (a)
Totals — 4,285,811 5,497,984
• American State Papers, Finance, Vol. II, p. 218.
(a) Small amounts.
The deposits in the state banks were very small, the
Pittsburgh branch of the Bank of Pennsylvania carrying the
largest amount. This bank was used largely as an agent in
collecting the revenues from the sale of public lands In
pthe west.
The heaviest and most frequent demands were made on the
main bank, which was always ready to support the branches, but
1 American State Papers, Finance, Vol. IV, p. 808.
2 Ibid., Vol. II, p. 218.
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each office had to be prepared at all times to meet Treasury
drafts payable at some other office or bank. 1 After 1800 the
revenue bonds in some of the largest cities were deposited
in the Bank of the United States and its branches, and were
2
collected by them.
Opponents of the bank maintained that the revenues were
nowhere better collected than in those districts where there
was no branch of the Bank of the United States. They also
insisted that in some instances the state banks offered better
collection facilities, because of the fact that they received
the notes of banks which the Bank of the United States and its
•at
branches would not accept.
There was considerable objections to the establishment
of a branch bank at New Orleans after the Louisiana Territory
had been acquired. This section of the country was too young
and its development too uncertain, thought many, to warrant
the hazards. The branch at Hew Orleans v/as established, how-
ever, under the act passed March 23, 1804, which authorized the
bank to establish offices of discount and deposit in any part
of the Territories or dependencies of the United States. 4
Jefferson was very much opposed to the parent bank as well as
its branches on constitutional grounds, but Gallatin v/as able
to persuade him to sign the bill.
The Government failed to recharter the bank in 1611, con-
sequently the bank and all of the branches went out of existence
1 Holdsworth and Dewey, op. cit., p. 61.
2 Ibid., p. 65.
3 Ibid., p. 66.
4 Ibid., t>. 72.
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as a national institution. It continued in business under an
act of the Pennsylvania legislature until 1841, when it failed.
Its affairs were not finally closed, however, until 1856. 1
Goddard, writing only a few years after the renewal of
the charter for the National Bank v/as refused, says:
"It is now a well known historical fact, that in
the infancy of our republic, we were but little respected
by foreign nations, and by some scarcely acknowledged,
until we had established a sound and efficient national
system of finance. This bank, exhibiting the profound
wisdom of its projectors, tended greatly to establish
not only stability of character at home, but to command
respect abroad. Besides the facilities afforded to the
government, the public at large reaped an advantage
from this institution, during its existence, as above
stated, to the amount of Cl6,666,666; and It Is altogether
doubtful, whether, under the then situation of the country,
an equal sum could have been realized from an investment,
in the ordinary course of the then business, to double
the amount." 2
%
1 Report of the Comptroller of the Currency, Vol. I, (1896),
p. 40.
2 Goddard, A History of Banking Institutions In Kurope and
America, p. 97.
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Hamilton^ Opinion on Branch Banking for the Bank or
the United States
In Hamilton's report to Congress about the proposed
Bank of the United States his idea about branch banks Is
noted as follows:
"The situation of the United States naturally
Inspires'a wish that the form of the Institution
could admit of a plurality of branches. But various
considerations discourage from pursuing this idea.
The complexity of such a plan would be apt to inspire
doubts, which might deter from adventuring in it.
And the practicability of a safe and orderly admin-
istration, though not to be abandoned as desperate,
cannot be so manifest in perspective, as to promise
the removal of those doubts, or to justify the
government In adopting the idea as an original ex-
periment. The most that would seem advisable, on
this point, is to insert a provision, which may lead
to it hereafter, If experience shall more clearly
demonstrate Its utility, and satisfy those who may
have the direction, that it may be adopted with
safety. It is certain, that it would have some
advantages, both peculiar and Important. Besides
more general accommodation, it would lessen the danger
» of a run upon the bank." 1
Hamilton gives another side of the picture in his report,
which is quoted:
"The argument against it is, that each branch must
be under a distinct, though subordinate direction, to
which a considerable latitude of discretion must of
necessity be intrusted. Mid as the property of the
whole institution would be liable for the engagements
of each part; that, and its credit, would be at stake
upon the prudence of the directors of every part.
The mismanagement of either branch might hazard serious
disorder in the whole."^
The original plan of Hamilton did not contemplate the
establishment of branches, and the clause providing for them
1 American State Papers, Finance, Vol. I, p. 73
2 Ibid.
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was inserted against liis judgment.- There was much difference
of opinion as to the advisability of branch banking by those
interested in the bank. ^Volcott, who was consulted, favored
the branch plan, and, "a majority of the stockholders assent-
ing, it was adopted on a plan suggested by him."2
Hamilton, writing to his friend, William Seton, cashier
of the Bank of New York, November 25, 1791, says: "Strange
as it may appear to you, it is not more strange than true that
the whole affair of branches was begun, continued, and ended,
not only without my participation, but against my judgment."5
It is quite evident that Hamilton had a deep interest in the
Bank of New York. Professor Sumner suggests that one reason
for his opposition to the establishment of branches was that
he foresaw a collusion of interests.4 He evidently hoped that
the Bank of New York ?/ould become the exclusive fiscal agent
of the Government in that city.
No doubt Hamilton recognized that the establishment of
a branch of the Bank of the United States in New York would
ultimately make it necessary for him to deposit the funds in
the branch rather than with the Bank of New York. He assured
Seton, however, that he "would precipitate nothing, but would
effect the transfer so as not to embarrass or disturb his
bank." 5 Realizing that the branch must eventually exceed the
Bank of New York, he advised Seton to cast his lot with it.^
1 Holdsworth and Dewey, op. cit., p. 36.
2 Ibid.
3 Ibid., p. $9.
4 Sumner, History of Banking in All Nations, Vol. I, p. 33
.
5 Ibid.
6 Holdsworth and Dewey, op. cit., p. 40.
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Iloldsworth and Dewey maintain that experience soon
demonstrated the safety and wisdom of the branch system. 1
Evidently Hamilton's doubts were dispelled in a comparatively
short time, for in 1794 he was urging the bank to open a
branch at Alexandria, Virginia.2
1 Holdsworth and Dewey, op, cit., p. 40
2 Ibid.
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State 3anks with Branches before 1865
Mr. Ednund Piatt, fornerly vice-governor of the Federal
Reserve Board, stated to the Committee on Banking and Currency
of the House of Representatives in 1930 "that branch banking
was formerly generally recognized as the most natural way of
extending banking accommodation to small communities, and to
newly established and growing communities." 1 !*r. Piatt con-
tinued his statement by saying "that some of the early State
charters, in the days when banks were chartered by special
legislative acts, required the banks to establish branches."^
The Bank of North America was the first one of any great
Importance in the Colonies. It owes its origin to Robert
Morris, who conceived the idea of it when superintendent of
finances. He submitted to Congress in ilay, 1781, the plan
for establishing a national 3ank of North America. The capital
of this first bank was to consist of 1000 shares, of :,400 each,
making a total capital for the bank of v400,000.s The bank
established branches in several interior towns of Pennsylvania.
The influence of this first bank in the Colonies was of
untold aid during the crucial years of the struggle for inde-
pendence. Goddard says of it, "that it may be justly doubted
whether, without its seasonable aid, the revolutionary struggle
for independence could have been broiight at all to a satisfactory
termination."4 The United States was in debt to the institution
1 Hearings, p. 430.
2 Ibid.
3 Goddard, op. cit., p. 48.
4 Ibid., p. 49.
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for several years after the termination of the revolution.
The Bank of North America did not escape without trouble
caused by covetous eyes being cast at it. This trouble was
overcome in one way or another and the bank continued "to be
a great public service," and to make considerable money for
those owning stock. Writing in 1831 Goddard says: "Thus has
this institution existed under the double security of a per-
petual charter from congress and a charter from the states,
with laws in its favor from several states, after having sus-
tained the burden and heat of the days of a triumphant revo-
lutionary struggle—continued for nearly half a century, and
is now a flourishing institution."-1-
Provision was made for the establishment of branches any-
where in the State in the charter of the Bank of Pennsylvania
in 1793, but was subject to the consent of the town or borough.
Several branches were put in operation, but by 1810 most of
thera were discontinued. 5 Perhaps the decision to close these
branches was ushered in by the law passed in 1810 requiring
the central bank to be responsible for all notes issued by the
branches
.
The Philadelphia Bank was authorized in 1009 to have eight
branches, but established only half the number.4 ; t first
these were very successful and their business exceeded that of
the parent institution. Later, however, they were foimd un-
profitable, and by 1817 arrangements had been made to dispose
1 Goddard, op. cit., pp. 50-51.
2 Hearings, p. 430.
3 Dewey, State Banking before the Civil War, p. 137.
4 Ibid.
t
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of them.
The Scottish aysten seems to have had some influence
upon the development of "banking in Il&ryland, and to this is
attributed the introduction of branch banking there in 1804
It had only little development, for no bank had more than
two branches and only a few had any. Attempts were made to
extend the system, but they were not successful.
Branch banking got an early start in Delaware, but did
not develop much. The Farmers* Bank of Delaware had only
three branches.
In Virginia, the Bank of Eiclimond by its charter, 1792,
was authorized to establish offices throiighout the State with
o
separate directors or agents • It was provided that any town
holding 300 shores should have the ripht to an agent, who
should forward proposals for discount to the directors. The
system of branches was continued in that State for many years
.
In 1848 Virginia had six banks and thirty branches.*^
Branch banking was the rule in North Carolina from the
beginning. The State had in 1848 only four banks, but fourteen
4branches, but in 1860 there were sixteen banks and twenty-six
branches in different parts of the State. 5
The State of Alabama in its constitution, 1819, provided
that state banks might establish branches when authorized by
the legislature, but no branches were established tmtll 1834.
Tour was the total established, but their operation led to
1 Bryan, History of Banking in Maryland, p, 14.
2 Dewey, op. cit., p. 138.
3 Hearings, p. 430.
4 Ibid.
5 Dev/ey, op. cit., p. 138.
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abuses. "They were run too independently of the parent bank;
discounts were extended, and the circulation was inflated
beyond conservative lii.iit, the State being bonded for their
issues." 1 The law provided that not more than one could be
created in any one session of the legislature
.
2
The Union Bank was chartered by "Mississippi in 1828.
It was authorized to establish branches "so thnt loaning
facilities could be brought near to residents in different
parts of the State." It appears that the bank took advantage
of a technical excuse and did not create the branches expected
under the law, and consequently was criticized by the legislature.
The first bank organized in Missouri was chartered in
St. Louis and permitted branches, "provided they were fifty
miles from St. Louis and the same distance from each other." 4
In 1848 Missouri had one bank and five branches.
^
The State of Indiana apparently did not want banks with-
out branches, for the constitution of the State, 1816, "forbade
the establishment of a bank unless it should be a state bank
with branches."6 V;hen the State Bank of Indiana was under
.
consideration in 1835, the chief point of dispute was the
number of branches it was to have. Some maintained that the
fewer branches the "less mischief there would be." 7 Before
the Civil War, Indiana had seventeen branches of one state
bank and no independent banks. 8 In reality and for most purposes
1 Dewey, op. cit., p. 138.
2 ibid.
3 Ibid., p. 139.
4 Ibid.
5 Hearings, p. 430.
6 Dewey, op. cit., p. 139.
7 Ibid.
8 Hearings, p. 430.
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these brandies seemed to be indepe: dent banks, subject to
certain control by the state bank. The latter was really
nothing more than a board chosen by the logic latur e, con-
sisting of president and four- members, besides one uember
chosen by each of the branches, who had certain restrictive
and supervisory functions with little power to act. Ranking
powers were actually exercised through the branches.-'- The
following is quoted from :?r. Dewey:
"The board of directors could limit and control
the discounts of a branch after they reached one and
one-fourth times the paid-in capital; they could
suspend a branch and close it; could equalize the
public deposits in the branches; were required to
examine each branch once in six months; could require
reports; could call on them to make up ar>y deficiency
in the assets of an insolvent branch; could regulate
the dividends so as to prevent impairment of capital
and secure a surplus fund of one-sixteenth the capital;
and could print the notes for all the branches. Sub-
ject to these restrictions, branches were free to con-
duct their business without control. iiach branch
elected its own board of directors except the three
appointed by the state board, and the profits of each
were independent of all the others." 2
This system did not work well, even though it is generally
recognized that branch banking in Indiana was unusually suc-
cessful. It was complained that the parent bank exercised but
a loose supervision over its branches and "used toward its
branches the language of a weak, indulgent, and incapable
parent who scolds her children, indeea, and threatens and then
lets them do pretty much as they please."5
The independence of the several branches in the state
1 Dewey, op. cit., p. 159.
2 Ibid., p. 140.
5 Ibid.
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bank was partly attributed to tho fact that conditions were
so different in the various parts of the State. Lome of the
branches were in the river towns, while others were interior;
one was on a lake. It should be remembered, too, that the
southern part of the State. was settled by people from the
South and the northern by those from tho i.ast . The result
was a diversity of business customs and standards.
Among other banks appearing with- branches in 1043 were
Ohio with forty-eight banks, twenty-nine of which were branches
of one state bank, 1 Kentucky with three banks and thirteen
branches, Tennessee three banks and seventeen branches, South
Carolina twelve banks and two branches, Georgia tiiirteen banks
and seven branches, Delaware five banks and three branches.
In the eastern states at the same time the only branches listed
were two each in the State of Nov/ York, Maryland, and New Jersey.
The branch banking situation at the outbreak of the Civil
V;ar was similar to what it had been during the previous fifteen
years. There was a change in the Last, however, as noted from
the quotation following: "The two branches existing in l,ew
York in 1348 had disappeared in 1860, and apparently branch
banking was forbidden in i:ew York, Pennsylvania, Massachusetts,
and Connecticut."
As just noted, the branch system did not obtain a foot-
hold in the East, but banks attempted to extend their operations
through agents. Several banks in Connecticut in 1837 established
1 Hearings, p. 430.
2 Ibid.
3 Ibid.
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agencies in different parts of the State for the purpose of
making discounts. The bank commissioners claimed that these
were actually branches which had not been recognized by law
and should be prohibited, or each branch should be made a
separate and distinct institution. 1
In 1836 the bank commissioners of Rhode Island noted that
though discounts were generally made at the office of the banks,
in some cases there was a committee which made loans elsewhere.
The legislature promptly passed a law forbidding any bank to
have an office or agency for discount in any place other than
p
the office of the bank, except by permission.
Massachusetts soon condemned the practice of branch banking,
the law reading: "No loan or discount shall be made, nor shall
any bill or note be issued by such corporation, j any person
on their account, in any place than at the said bank."^ In the
face of this prohibition, some banks violated the spirit if not
the letter of the lav/. In 1852 the bank commissioners con-
demned existing practices as indicated by the quotation:
"Banking institutions have a locality to which
their operations are designed to be confined. It
is a perversion of such design if the officers are
sent into the money market in other places in pur-
suit of paper which, under the form of exchange, v/ill
give a higher rate of interest than it would be prudent
for them to exact of the business community in their
own neighborhood; it is an interference with the rights
and interests of other banks, and the practice is
frequently attended with loss on account of ignorance
of the true character of the paper. The increased
facilities of communication have a tendency to con-
centrate business in the metropolis. nanagors of banks
1 Dewey, op. cit., p. 141.
2 Ibid.
3 Revised Statutes, Massachusetts, ch. 36, sec. 7.
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in the country, established for local convenience,
should be at all times aware that to discount paper,
receive checks, and exchange their bills through an
agency in the city is an infringement upon the fore-
going statute." 1
This did not suffice and in the following year the bank
commissioners found it imperative to take a more decisive
action. Several banks had been chartered in tovms in the
vicinity of Boston where the local business was not large.
In order to employ their funds more profitably, the banks
opened offices in State Street, Boston, and at definite hours
the cashiers were present to "receive deposits, pay checks,
p
discount notes, and indeed do all the business of the bank."
In some cases the business done in the city was greater than
that performed at home, consequently the bank commissioners
issued a positive prohibitory order and threatened an injunction
on some of the banks which were disposed not to yield.
The free banking act of New York of 1858, and amended in
1848, prohibited the establishment of branch banks, "due to
a fear that banks in large cities might monopolize the profits
of note issue by organizing branches in small inaccessible
towns and thus throw obstacles In the way of easy redemption
of bills." 5
A footnote in Mr. Dewey 1 s book gives the following infor-
mation concerning parent banks and the branches:
"Certain persons acting under the provisions of
that law had set up their so-called principal offices
In obscure villages of the backwoods while Issuing
their notes and attending to such other business as
1 Second Report of Bank Commissioners, Massachusetts, 1852, p. 8.
2 Dewey, op. cit., p. 142.
3 Ibid.
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came in their way in the important cities. As they
y/ere thus able to evade or delay redemption at city
offices by referring holders of their paper to the
remote counters at which alone it v/as payable, or
later might refuse to redeem in Albany or New York
except at a discount, the legislature sought to
mitigate the scandal by requiring that the usual
business of a 'x'ree bank 1 should be transacted at the
place named in its certificate." 1
Mr. Piatt has done exhaustive research on the history of
early branch banking in the United States and comes to the
conclusion that the early legislation restricting branch
banking was not really aimed at branch banking itself, but
at the issuance of "\ ild-cat currency."'^
1 Dewey, op. cit., p. 143
2 Hearings, p. 430.
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The Second Bank of the United states with Branches
Thomas Goddard, writing in 1851, says:
"The present Bank of the United States, located
at Philadelphia, with branches in the several states,
was created by an act of congress of the 3d March, 1816,
to endure twenty years, composed of 560,000 shares of
$100 each. The United States hold in five per cent, stock,
70,000 shares, & 7,000,000
Individuals hold 280,000 shares, 28,000,000
^55,000,000"*
Thus the second Bank of the United States started its
operations with branches. The continuing of branches, however,
was discouraged unless they showed profits. A committee re-
porting on the parent bank and its branches gives the following:
"In taking into view the business of the bank as
connected with its different offices, the committee
think it right to recommend to the continued attention
of the president and directors the necessity of with-
drawing those branches which are found to be unprofit-
able, and transferring their funds to those offices
which shall seem to require additional capital." 1
The institution commenced active banking operations in
January, 1817, and during the year established eighteen branches.
One was proposed for Augusta, Georgia, but on reconsideration
was abandoned.2
In the preface to "The Second United States Bank" Holds-
worth and Dewey say: "The bank in its final operations was
nothing more or less than a large commercial bank ?/ith practi-
cally the same functions as other banks established under state
charters, and differed from them in little save size and en-
joyment of a few special privileges."3
# Goddard, op. cit., p. 98.
f Ibid., p. 106.
2 Ibid., p. 107.
5 Holdsv/orth and Dewey, p. 148.
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BThe origin of the first Bank was to aid public and
private credit; while the Second was organized to restore
an orderly currency to the country through the resumption
of specie payments."
Perhaps this difference in the origin was somewhat re-
sponsible for the fact that there was a greater demand for
branch banks when the charter for the second United states
Bank was granted than when the one was secured for the first
Bank. In the act of incorporation of the first Bank the power
to establish offices was permissive; in the second, their
organization was required under certain conditions. The charter
of the second Bank demanded that it should establish an office
in the District of Columbia when required by Congress. It was
required also that an office be established in any State in
which 2000 shares were subscribed or held, upon application of
the legislature of that State or of Congress. The Bank was
permitted to establish offices wherever it thought fit.
It was provided that the branches established should be
controlled by the parent bank. The directors of the offices
were. to be appointed by the board of the central bank. Each
branch board had the right to select a president from its own
number, but the power of the selection of the directors prac-
tically gave the central board the control of the president
for each branch. It was provided that the central bank could
make regulations for the business of the offices as it thought
expedient. Under the rules and regulations for the government
1 Holdsworth and Dewey, op. cit., p. 158.
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of the offices of discount and deposit, "it was provided that
the central board should appoint the cashiers of the offices."
The nineteen branches designated to be established were
p
as follows:
Portsmouth, H. E. Savannah, Ga.
Boston, I!ass. New Orleans, La.
Providence, R. I. Cincinnati, Ohio
?!iddletown, Conn. Chillicothe, Ohio
New York, N. Y. Lexington, Ky.
Baltimore, Md. Louisville, Ky.
Washington, D. C. Pittsburg, Pa,
Richmond, Va. Fayetteville, 1 . C.
Charleston, S. C. Augusta, Ga.
Norfolk, Va.
Thus fourteen states and the District of Columbia had a
part in the operations of the bank through its branches. The
organization of the office at Augusta, Georgia, as previously
noted, was abandoned. The branch at Lliddletov/n, Connecticut
was later transferred to Hartford and that at Chillicothe, Ohio
was discont?.nued.
Eight other branches were established as indicated below: 4
Mobile, Ala. 1826 Buffalo, H« Y. 1829
Nashville, Tenn. 1827 Burlington, Vt. 1850
Portland, Me. 1829 Utica, N . Y. 1830
St. Louis, Ho. 1829 Natchez, Hiss. 1851
1 Holdsworth and Dev/ey, op. cit., p. 195.
2 Ibid.
3 Ibid.
4 Ibid.
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It is observed that every State on the Atlantic seaboard,
except Uew Jersey and Delaware, thus had a branch, and In the
interior every district except Indiana and Illinois was pro-
vided for. A large number of applications were received to
establish other branches, but the bank declined, being com-
pelled to "resist the importunities of applications from about
every State in the Union." 1
Cheves, in a letter May 27, 1019, to Crawford, Secretary
of the Treasury, said: "ve have too many branches and the
directors are frequently governed by individual and local
interests and feelings. For a time, v/e must bear with the
branches, but I hope they will be reduced,"2 V.hen the stock-
holders held their triennial meeting in 182^ they recommended
the withdrawal of some of the branches. It v/as stated that
the losses due to the branches In proportion to their capital
were ten times greater than that of the mother bank. In 1851
there were under consideration applications from some thirty
cities
.
The pressure of the Government for the establishment of
branches did not stop with the initial organization, for later
the ones at Portland, Mobile, and St. Louis v/ere established
at the urgent request of the Treasury Department.4 The Treasury
Department also asked for a branch at Detroit. A compromise
was effected on this and one was placed at Buffalo instead.^
The bank did not give a definite capital to Its respective
offices at the beginning of its operations. Because of the
1 Holdsworth and Dewey, op. cit., p. 196.
2 House Report No. 460, 22nd Cong., 1st Sess., p. 15.
3 Holdsworth and Dewey, op. clt., p. 196.
4 Ibid.
5 Ibid.
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great demand, an excessive amount of the capital was trans-
ferred to the South and V/est. 1 The investments of these
sections, and particularly the latter, were not so safely
made and the capital became tied up. The Baltimore branch,
which nominally had a large capital, invested quite a bit of
it in doubtful loans and in stock discounts which could not
be made active. Cheves, after succeeding Jones as president,
undertook a policy of transferring the capital from the west-
ern and southern offices to the northern branches. It was
evident also that definite capitals should be assigned to the
several branches. Under the old system of unassigned capitals,
the offices varied with the daily transactions, resulting in
frequent conflicts of interests; if definite capitals were
assigned, it was believed there would be greater freedom of
action on the part of the management of the different offices
.
The bank adopted a policy of supplementing banking facil-
ities in those sections where there was weakness. Biddle said
that large amounts of the capital were given to those sections
where there was a deficiency. This, he claimed, was necessary
because the "production of the great staples of the country
seemed to require most assistance in bringing them into the
commercial market."
As some writers have pointed out, one result of the branch
system was the supplying of loans to the South and "est at a
cheaper rate than could have been possible without them.
1 House Report No. 460, 22nd Cong., 1st Sess., p. 516.
2 Ibid.
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The bank apparently had the power to supervise and re-
strict the branches in their operations, but it did not ex-
ercise this very much during its early management. Southern
and western offices sold an excessive amount of drafts which
were sent to the eastern offices, as Boston and New York.
Baltimore, in particular, engaged in this practice.
\ihen the second Bank of the United States lost its charter
in 1836 because of politics and President Jackson's desire to
crush certain enemies, the Bank and its branches no longer
existed as a national institution, but secured a Pennsylvania
charter on. very unfavorable terms. Dr. Jennings says of it:
"New stock was sold to take the place of the government stock,
and the capital remained at C35,000,000. V.hen the bank found
itself restricted to Philadelphia and vicinity, it went be-
yond its proper business." 2 The remainder of the road for the
bank was even more rocky under the new charter than it had been
under the wrath of President Jackson. "The last suspension
came in 1841 and fifteen years were spent in the bank's liqui-
dation."3
Branch banking was not revived again to any extent in the
national system until about 1918, but since this date it has
received considerable attention.
1 Holds?/orth and Dev/ey, op. cit., p. 265.
2 Jennings, A History of Lconomic Progress in the United States,
p. 360.
3 Ibid.
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The Effect of the Civil Htr on the Trend of Branch
Banking
The Civil War not only rid the country of slavery, but
it did practically the same thing for branch banking which
had been developing from the establishment of the first banks
in America. To meet the financial emergencies of the Civil
War, the National Bank Act bacame a law February 25, 1863.
Thus it was the Civil War ushering into the United States an
emergency banking measure that undoubtedly changed the very
course of banking development here. So the outbreak of the
Civil War marked the end of the first era of the branch move-
ment, since prior to that time it had been concentrated very
largely in the South.

CHAPTER III
BRANCH BANKING FROM 1863 TO 1927
The National Bank £ct of February 25, 1865, in
Relation to Branch Banking
State Banking Laws and the Effect on Branch Banking
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The National Bank Act of February 25, 1863, In
Relation to Branch Banking
The National Bank ^ct made no provision for the establish-
ment of branch banks. The first Act did not specifically pro-
hibit them though. In fact, It was silent on the subject un-
less technicalities are considered, as shown later. In the
case of the conversion of state banks which already had branches
such banks by the Act of March 3, 1865, were allowed to retain
their branches on the condition that the capital be assigned
to the parent bank and the branches in definite proportions. 1
H»« Barnett, writing in 1910 says: "In 1910 only some three
or four national banks have branches."^
Since there was no specific prohibitory clause in the
National Bank Act concerning the establishment of branches,
The First National Bank in St. Louis, without seeking the
approval of the Comptroller of the Currency, established a
branch on June 15, 1922, In St. Louis Not only did it
establish this branch, but announced that in the near future
it would establish several additional branch banks
.
. At this time the lav; of Missouri provided "that no bank
shall maintain in this State a branch bank or receive deposits
or pay checks except in Its own banking house. "^ The result
was that the State of Missouri brought proceedings against the
bank June 27, 1922, to determine its authority to establish a
branch bank. 5
1 Barnett, State Banks and Trust Companies Since the Passage
of the National Bank Act, p. 135.
2 Ibid.
3 Collins, The Branch Bank ( uestion, p. 59.
4 Ibid.
5 Ibid
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The bank maintained that the State ef Missouri did not
have authority to institute proceedings of such a character
against the bank, and that the First National Bank was with-
in its charter powers in establishing the branch.
The Supreme Court of Missouri held that the existing
laws of the State relative to branch banking applied to
national banks. The contention of the State was upheld and
judgment was rendered "ousting the First National Dank from
the location occupied by the branch. 1,1
The case was brought to the Supreme Court of the United
States May 7, 1923, and was argued there May 21, 1923. It
was reargued in the Supreme Court of the United States on
o
November 21 and 22, 1923. The opinion of the court was de-
livered by Justice Southerland upholding the State and the
Judgment of the Supreme Court of Missouri confirmed.5 The
decision was not unanimous, for among the dissenters was
Justice Van Devanter, Justice Butler, and Chief Justice Taft.4
The condition of branch banking when the National Bank
Act went into effect in 1863, is shown in Table II. An
analysis of the table shows branch banking was concentrated
in the South. This is especially true, for according to Mr.
Southworth the first three listed in the table were, in reality,
systems of semi-independent banks. 5 The remainder "were head
offices of real branch-banking systems and operated more than
1 Collins, op. cit., p. 61.
2 Ibid.
3 Ibid., p. 62.
4 Ibid.
5 Southworth, Branch Banking in the United States, p. 7.
t_
sixty-five "branches in all."
TABLE II
The Condition of Branch Banking when the National Bank Act
\ ent Into Effect in 1863*
BASJK NO . OF BM.1CM
Bank of the State of Indiana 13
State Bank of Iowa 14
State Bank of Ohio 56
Bank of Kentucky 3
(Six other banks with branches in Ky.) -
Merchants 1 Bank of St . Louis 1
Mechanics * and Merchants 1 Bank, West Va. - 2
Farmers' Bank of Delaware 3
Bank of South Carolina 2
North Carolina, sixteen banks 26 (in 1860)
Union Bank of Tennessee 7
Bank of Tennessee — 10
Planters 1 Bank, Tennessee 6
TOTAL, 55 banks 123
• Southworth, op. cit., p. 7.
The almost total destruction of branch banks in the
state system by the National Bank Act is shown by Table III.
It will be observed that only one branch was in existence in
the years from 1865 to 1369. Also it is observed from the
table that it v/as 1904 before as many branch banks were In
operation as there v/ere at the time the National Bank Act went
Into effect. Thus it was forty-one years before the branch
system gained in numbers what had been lost by the passage of
the National Bank Act.
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XABLS III
State Bank Branches, 1865-1926*
YKAR TOTAL IN HOME CITY OUTSIDt KMB CITY
1865-69 1 — 1
1870-74 3 2 1
1875-79 3 2 1
1880-84 3 2 1
1885-89 6 3 3
1890-94 20 7 13
1895-99 43 16 27
1900 55 22 33
1901 65 27 33
1902 89 45 44
1903 114 59 55
1904 — 142 70 72
1905 159 77 82
1906 213 100 113
1907 240 111 129
1908 273 136 137
1909 293 145 148
1910 317 155 162
1911 348 171 177
1912 403 201 203
1913 446 229 217
1914 489 260 229
1915 534 283 251
1916 537 315 272
1917 656 358 298
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iv:r,i: in (cont.)
State Bank Branches, 1865-1926
YKAR TOTAL IN HOME CITY OUTSIDE HOME CITY
1918 712 587 525
1919 813 455 558
1920 996 591 405
1921 1146 690 456
1922 1466 885 581
1925 1682 1024 658
1924 1847 1190 457
1925 2193 1413 780
1926 2273 1451 822
• Federal Reserve Bulletin, December, 1924, Vol. X, p. 935
and Ibid., Hay, 1927, Vol. XIII, pp. 387-388.
P>a noted elsewhere, the original National Bank Act of
1863 did not refer specifically to branch banking, "r. South-
worth claims, however, that two clauses of the Act refer to
branch banking by implication. One clause is as follows:
"The place where Its operations of discount and deposit are
to be carried on, designating the State, Territory, or District,
and also the particular county, and city, town, or village." 1
The other clause referred to by Mr. South?/orth reads: "and
its usual business shall be transacted in banking offices
located at the places specified respectively In Its certificate
of organization." 2 I!r. Southworth points out th&t the use in
the second clause of the plural "offices" authorized branch
1 Southworth, op. cit., p. 11.
2 Ibid., p. 12.
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banking; yet this plural "places" ac used in the second clause
contradicts the singular "place" used in the first. 1
The act of I860 was thoroughly revised June 3, 18(54, and
the inconsistency of the two clauses removed when the second
one was made to read 0.3 follows: "/\nd its usual business shall
be transacted at an office or banking house lecr.ted in the place
specified in its organization certificate."
Neither of the acts mentioned above provided for state
banks to keep their branches when converting into the national
system. VJhen the 10 per cent tax was placed on note issue by
state banks "larch 3, 13G5, in order to force them into the
national system, the severity of it was lessened some by allow-
ing them to come in with their branches. 5 The provision is as
follows
:
"Provided, That it shall be lawful for any bank
or banking association organized under state laws, and
having branches, the capital being joint and assigned
to and used by the mother bank and branches in definite
proportions, to become a national banking association
in conformity with existing laws, and to retain and
keep in operation its branches or such one or more of
them as it may elect to retain; the amount of the
circulation redeemable at the mother bank and each
branch to be regulated by the amount of capital assigned
to and used by each."4
As might have been expected, the Southern bah**:s did not
come into the national system. Some of them, it is true, were
destroyed by the y/ar and the aftermath, while the directors of
others chose to dissolve them rather than see them come into
the national system. The branch banks of North Caroline, South
1 Southworth, op. clt., p. 12.
2 Ibid.
3 Ibid.
4 Ibid., p. 13.
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Carolina, and Tennessee disappeared by dissolution, while the
Bank of Kentucky closed all but one of its branches during the
v/ar. After 1865 this one gave up the circulation privilege
and continued as a state bank. The Farmers 1 Bank of Delaware
also continued as a state institution.
The northern banks of Indiana, Iowa, and Ohio came into
the national system as independent national banks rather than
as branch banks.2 The branches in these States had practical
autonomy before the conversion, however.
There was considerable agitation that the federal govern-
ment should pass legislation for branch banking after the panic
of 1895. No legislation was enacted, however, until the passage
of the National Bank Consolidation Act of November 7, 1918. 5
This act, it was thought, would allow branch banking, since it
provided for two or more national banks to consolidate into a
single bank under the charter of any one of the banks entering
the consolidation; also that "the consolidated bank shall hold
and enjoy all rights of property, franchises, and interests
held and enjoyed by the bank so consolidated." 4
The Comptroller of the Currency, however, has interpreted
the act mentioned above as prohibiting two or more merging to
establish any of the merged institutions as branches of the
central merged institution. On this subject '!r. Collins says:^
"The consolidation creates one bank in the place of two or
three preexisting and the only thing left of such old banking
1 Southworth, op. cit., p. 14.
2 Ibid.
5 Ibid., p. 12.
4 Report of the Comptroller of the Currency, 1925, p. 9.
5 Collins, op. cit, p. 47

58
location is the property right in the real estate which may
be involved in the ownership of such banking houses. The
right to operate a branch is a special privilege specifically
conferred by statute and cannot be acquired by indirection
in this manner through consolidation."
The status of branch banking in the national system from
the Civil War until the passage of the McFadden /ct is depicted
in Table IV. It is observed from the table that it was 1880
before a national bank was operating a branch. It was not
unti- L914 that the total branches of national banks v/as equal
to the number that the second Bank of the United States created
in the first year of its operations. The fact is shown by
comparing Tables III and IV that at no time from 1865 to 1926
did the branch banks in the national system equal the number
in the state system. The growth in the national system began
to get under v/ay in 1922.
TABLE IV
National Bank Branches, 1865-1926 :
YEAR TOTAL
1865-69
1870-74
1875-79
1880-84
1885-89 2
1890-94 3
1895-99 5
1900 5
1901 — 6
IN HOML CITY
1
2
2
2
OUTSIDE HOME CITY
1
2
2
3
3
4
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7AB$K IV (Cont.)
National Bank Branches, 1865-1926
YEAR TOTAL IN HOMK CITY OUTSIDE BOKK CITY
1902 6 2 4
1903 6 2 4
1904 6 2 4
1005 7 5 4
1906 8 4 4
1907 10 5 5
1908 12 6 6
1909 12 6 6
1910 — 12 6 6
1911 12 6 6
1912 13 7 6
1915 16 9 7
1914 18 11 » 7
1915 31 2b 8
1916 39 23 16
1917 40 24 16
1918 42 mm 24 18
1919 44 26 18
1920 56 38 18
1921 65 47 18
1922 136 115 21
1923 200 179 21
1924 248 227 21
1925 452 mm 428 — 24
1926 504 477 27
• Federal Reserve Bulletin, December, 1924, Vol. X, p. 935
and Ibid., February, 1929, Vol. XV, p. 100.
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Tables III and IV show the extent of branch banking in
both the state and national systems from 1865 to 1926. The
distribution of these branches by States as of December, 1926,
is shown in Table V. It is observed that New York State had
the largest number of banks operating branches with 105, while
California had the largest number of branch banks, the total
on this date being 668. There was a total of 789 banks oper-
ating 2,777 branches in twenty-eight States and the District
of Columbia at the end of the year 1926.
TABLE V
The Number of State and National 3anks Operating Branches and
the Number of Branches by States, December, 1926'*
STATE NO. OF BANKS NUMBER OP
OPERATING BRANCHES BRANCHES
New York 105 507
California 88 668
Pennsylvania 83 127
Massachusetts — — 78 — 152
'ichigan 68 597
Ohio 52 227
Louisiana 40 104
North Carolina 40 74
Virginia 37 59
Maryland 56 114
Maine 24 55
Georgia 22 58
Tennessee — 22 56
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CABLE V (Cont.)
The Number of State and National Banks Operating Branches and
the Number of Branches by States, December, 1926
ST^TE NO. OF BANKS
OPERATING BRANCHES
New Jersey » «
Mississippi
District of Columbia
Rhode Island
Arizona
South Carolina
iscons in
Alabama -—
Delaware
Washington
Indiana
..cntucky
Arkansas — ——
.
Minnesota —
Nebraska
Oregon
TOTAL —
13
11
10
9
7
7
7
5
5
5
4
4
2
2
2
1
739
NUMBER OF
BRAHCHE3
20
25
20
27
- 25
9
- 19
- 15
7
8
- 12
3
6
2
1
2,777
• Federal Reserve Bulletin, [lay, 1927, p. 586.
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State Banking Laws and the Effect on Branch Banking
The motive for the establishing of branch banks for those
operating under a state charter was killed March 3, 1865, when
a tax of 10 per cent was imposed on the amount of notes issued
by state banks after July 1, 1866. According to Hearings held
by the House on "Branch, Chain, and Group Banking," the motive
for the establishment of branches was to facilitate the issue
of bank notes which would be difficult to redeem. 1 l/ith the
prohibitive tax of 10 per cent on notes issued, it was no longer
profitable for the state banks to operate branches, consequently
many of them were closed. Some, however, became independent
banks and continued to do a regular banking business v/ithout
the note issue privilege. Many of the parent banks voluntarily
closed because they could not profitably operate.
As state laws were being reviewed and revised in the years
following the Civil Viar, many of the states incorporated laws
prohibiting branch banks; others limited their activities, the
place in which they might be established, or both; while still
other states had nothing to write into their laws concerning
the subject.
In a publication of the national Monetary Commission
published by the Government Printing office in 1911, T !r. George
E • Barnett says
:
"Under none of the state banking laws has there
been built up an independent system of branch banks.
1 Hearings, p. 430
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This has been partly due to the very general desire of
each American community, no matter how small, to have
its banks managed by its own citizens, and partly to
the fact that in most of the States the establishment
of branch banks is either explicitly forbidden or in
no way provided for by lav/."-1-
Mr. Barnett then gives a list of eight states in which
tiie "opening of branch offices is forbidden by specific en-
actment." These states were Colorado, Connecticut, Mississippi,
Hissouri, Nevada, Pennsylvania, Texas, and Wisconsin. 2 It
seems, however, that until about 1909 banks in Nevada and
Wisconsin might have branches. In Wisconsin they could be
only in the same town or city as the parent institution. The
laws in many of the States were silent on branch banking in
1909, yet "it has been held in most of these States that the
opening of branch offices is unlawful."5
There were some States in 1909 in which the laws definitely
permitted the establishment of branches. Mr. Barnett lists
these as being California, Delaware, Florida, Georgia, New York,
Oregon, Rhode Island, Virginia, Washington, and south Carolina.4
In Maryland and North Carolina branches were operated by some
banks which were chartered by special act. In commenting on
the States with branch privileges Kr« Barnett says: "There
are in several of these States, however, restrictions on the
opening of branch offices." 5 It seems that in New York and
Massachusetts branches could be established only in the city
in which the principal office of the bank was located. New York
1 Barnett, State Banks and Trust Companies Since the Passage
of the National Bank Act, p. 135.
2 Ibid.
3 Ibid., p. 136.
4 Ibid.
5 Ibid.
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went a step further by restricting the branches to cities
of 1,000,000 inhabitants or more. 1
fcfr. Barnett says in conclusion that nearly all the States
which permitted branch banking there was one or both of two
conditions inposed. "In the first place, additional capital
is required for each branch bank over above the amount for the
parent bank. Secondly, the establishment of a branch bank
must be specifically authorized by some state official or
officials." 2
Little thought has thus been given to branch banking
from the time of the Civil War until comparatively recent
tines. In fact, "in its present aspects, branch banking is
a development of the present century and has become of sig-
nificance only in the past ten years.3 In 1900 there were
only sixty branches in operation; in 1920 there were something
over 1,000; while at the time of the passage of the McFadden
Bill there were approximately 2,777.^
1 Barnett, op. cit., p. 136.
2 Ibid.
3 Willit, Chain, Group and Branch Banking, p. 99.
4 See Tables III and IV.
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State Laws Favoring Branch Banking from 1927 to 1935
The States permitting state-wide branch banking in
July, 1932, were Arizona, California, Delaware, Maryland,
north Carolina, Rhode Island, and South Carolina. 1 Thus
in July, 1932, there were seven States definitely permitting
branch banking throughout the State.
State Laws Silent on Branch Banking from 1927 to 1933
There are seven States having no legislation regarding
branch banking. The Commonwealth of Kentucky has no laws
concerning branches, but court decisions permit the establish-
ment of additional offices or agencies to receive deposits
and pay checks. 2 Michigan says that "Industrial banks" may
establish branches in the city or village of the head office,
but there are no provisions covering the establishment of
branches by other banking institutions.3 The remainder of
the states have no legislation are New Hampshire, North Dakota,
Oklahoma, South Dakota, and Wyoming.4
1 Federal Reserve Bulletin, July, 1932, p. 455.
2 Ibid.
3 Ibid.
4 Ibid.
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State Laws Hampering Branch Banking from 1927 to 1935
July, 1932, there were sixteen States permitting branch
banking in limited areas. In the New England group there is
Maine allowing branch banking in the same county or adjoining
county to that in which the parent institution is located, and
the Commonwealth of Massachusetts limits branches to the same
town as the parent bank. Vermont comes very near the class of
States permitting state-wide branch banking by saying that
state-wide "agencies" are permitted.
In the Eastern States it is found that New Jersey puts
several restrictions on by saying that branches are permitted
in the same city, town, township, borough or village as the
parent institution. This State also says that merged insti-
tutions located in the same county may have branches at the
locations of the offices of the merged institutions in such
county. The States of Hew York and Pennsylvania limit branches
to the city limits of the parent institution.'"
Georgia and Mississippi, in the Southern group, have laws
permitting branches in the same city as the parent bank. The
regulations in Louisiana are similar in that the branches may
be located in the same municipality or parish as the head
office. Tennessee says branches may be located in the county
in which the principal office is located and the principal
banking business is carried on.
1 Federal Reserve Bulletin, July, 1932, p. 456.
2 Ibid.
3 Ibid.
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Virginia authorizes the establishment of branches for
banks having a paid-in or unimpaired capital and surplus of
$50,000 or more with the consent of the State corporation
commission, to "establish branches within the limits of the
city, town, or village in which the parent bank is located."
It also permits the merger of banks located In the same or
adjoining counties to operate by the merged company the "offices
of the constituent institutions." In addition to the above,
the Virginia laws now permit banks having a paid-up and unim-
paired capital and surplus of ; 50,000 or more, "with the con-
sent of the State corporation commission, to establish branches
in cities of the State having a population of not less than
50,000 inhabitants." The latter provision is of little value
for the establishment of branches In Virginia, since only Rich-
mond, Norfolk, and Roanoke have over the required population. 1
In the Mid-western group Indiana says branches must be in
the same county with the parent institution, while Iowa allows
an "office to receive deposits and pay checks in contiguous
counties If no bank is located in the same city or town in which
such office is proposed to be located." Ohio has a similar lav/
which permits branches if they are located in the same city, or
city or village contiguous to the parent bank, or county or
counties in which municipality containing the main bank is
located. Wisconsin attempts to aid communities in need of
banking facilities because of closed banks by having the lav/
1 Federal Reserve Bulletin, October, 1952, p. 660.
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to read that branches nay be established In the same city as
the parent bank, but at the location of some closed bank. The
law also permits that "stations" ?/ith limited functions may be
established in places deprived of banking facilities in the
same county as the parent bank.*-
The western State of Montana says that a consolidated
bank may operate offices of consolidating banks if they are
in the same or adjoining counties.
State Laws Forbidding Branch Banking from 1927 to 1935
There are eighteen States which specifically prohibit
branch banking. They are: Alabama, Arkansas, Colorado, Con-
necticut, Florida, Idaho, Illinois, Kansas, Minnesota, Missouri,
Nebraska, Nevada, New Mexico, Oregon, Texas, Utah, Washington,
and V.est Virginia.
1 Federal Reserve Bulletin, July, 1952- p. 455.
2 Ibid.
3 Ibid.
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Recent Changes in State Laws on Branch Banking
The classification given the various States showing the
status of branch banking in July, 1952, is somewhat different
from such a classification in May, 1929. There were changes
in the laws of eight States between May, 1929, and July, 1932.
This change is briefly reviewed below.
An act passed in 1921 in Indiana prohibited the establish-
ment of branches, with the exception of those already chartered.
The law was changed Harch 11, 1931.^
Iowa prohibited branch banking in the State by an act
approved April 18, 1927, but on March 13, 1931, this prohibition
was qualified by an amendment.2
It was in 1927 that Tlontana enacted a lav/ absolutely pro-
hibiting branch banks. The law was amended, however, in 1931.
New Jersey passed a law which was approved June 14, 1932,
changing the status of branch banking there
*
Ohio permitted branch banking before the amendment to the
lav/ became effective August 27, 1951. Previous to this amend-
ment, however, a bank might be authorized, "with the consent
and approval of the superintendent of banks," to establish a
branch but such establishment was restricted to "a city or
village contiguous" to the place in which the bank^ main office
was located* 5
1 Federal Reserve Bulletin, July, 1932, p. 456.
2 Ibid.
3 Ibid.
4 Ibid.
5 Ibid., p. 457.
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South Carolina had no provision In 1929 expressly authoriz-
ing a bank to establish branches. It seems, however, that such
establishment was authorized simply by implication by legislation
which was enacted In 1928. The legislation enacted then pro-
vided that a bank should have an unimpaired capital of at least
£25,000, for each branch established, in excess of the require-
ments for the organization of the bank. The amount of capital
required by those banks having branches was increased considerably
by an amendment in 1930.
*
For some reason Tennessee found it necessary to amend the
laws of the State for what seems to be a rather elusive point.
By an act approved April 6, 1925, individuals, corporations,
and firms carrying on a banking business were prohibited from
establishing branches "in any place whatsoever other than the
county of this State wherein such banking business is carried
on." The corresponding code which became effective January 1,
1932, prohibits the establishment of a branch, "in any place
whatsoever other than the county wherein Its principal office
is located and its principal banking business is carried on."^
Only those branches established prior to "tay 14, 1909,
were permitted In Wisconsin until the act v/as passed January 23,
1932.5
1 Federal Reserve Bulletin, July, 1932, o. 457.
2 Ibid,
3 Ibid., p. 458.
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Bank Failures and Reopenings and the Influence of
Branch Banking Thereon
An attempt has been made to learn if there is any relation
between branch banking and sound banking in the United States
.
The method employed in arriving at certain facts which might
throw some light upon this subject is here explained: The
States were grouped according to state lav/s with reference to
branch banking* For instance, the four groups were: States
permitting limited branch banking; States having no legislation
regarding branch banking (in most of these States the courts
have not permitted branch banking) ; States prohibiting branch
banking by specific statute; and States allowing state-wide
branch banking. For each of the groups listed above, the total
bank deposits in suspended banks was compiled for the years
1927 to October, 1952. 1 From this total was subtracted the
deposits of reopened banks during the same period.^ The next
step was to compile the total deposits for each group of States
as of June, 1926. (The last available data on deposits by
States before the passage of the McFadden Act) . PTom this
information it was possible to obtain the percentage of deposits
for each group of States that the suspended banks contained.
There were fifteen States in which limited branch banking
was permitted. These States had total deposits in June, 1926,
amounting to ,,,29,699,500,000. The total deposits tied-up in
1 innual Report of the Federal Reserve Board, (1927, p. 242;
1923, p. 211; 1929, p. 198; 1950, p. 206; 1951, p. 192),
and Federal Reserve Bulletin, October, 1952, pp. 672-675.
2 Ibid.
5 Statistical Abstract of the United States (1926), p. 254.
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the suspended banks in the same States between 1927 and October,
1932, was 4>1, 586, 800,000. This gives 5.3 per cent as the amount
of the 1926 deposits that found their way into institutions
which closed between 1927 and October, 1932.
There were seven States which had no laws concerning branch
banking during the period under consideration. These States had
total deposits in June, 1926, of v3, 130,300,000. The total
deposits in banks which suspended in these same States from
1927 to October, 1932, was $268,900,000. This gives 8.5 per
cent as the amount of the 1926 deposits that found their way
into institutions which closed between 1927 and October, 1932.
Nineteen States comprise the group in which branch banking
was prohibited by law. These nineteen had total deposits June,
1926, amounting to |9 ,780, 500,000 . The total deposits in banks
which suspended in these same States from 1927 to October, 1932,
was ,1,173,100,000. This gives 11.9 per cent as the amount of
the 1926 deposits that found their way into institutions which
closed between 1927 and October, 1932.
During the period under consideration there were seven
States in which state-wide branch banking was permitted by law.
These seven States had total deposits June, 1926, of v 4, 849,000,000.
The total deposits in banks which suspended in these seven States
from 1927 to October, 1932, was (^192, 600,000. This gives 3.9
per cent as the amount of the 1926 deposits that found their way
into institutions which closed between 1927 and October, 1932.
Just how significant these facts are it is difficult to
ascertain. In the light of these figures, however, it appears
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that there is at least some connection between branch banking
and sound banking* It must be remembered that the deposits
controlled by branch banking Institutions was 59 per cent of
the total for the entire United States at the beginning of 1930. 1
A quotation gleaned from the Bankers Magazine shows some
light here. J. F. Sartori, President-First National Bank of
Los Angeles says: "We cannot make good banking by legislation.
IVe can, however, by law set the conditions which are favorable
to good banking and allow the development thereunder of sound
banking principles and practices." 2
The State of California has developed the branch system
of banking to a higher degree than any other State in the Union,
while Illinois does not permit branches, a comparison of bank
deposits and bank failures of these two States is given. The
State of California had total deposits in 1926 of ,,,2,996,500,000.
The total deposits to be tied-up in closed institutions in the
State between 1927 and October, 1932, was v31, 875,000. Tills
gives 1.06 per cent as the amount of the 1926 deposits that
became tied-up in banks which closed between 1927 and October,
1932. Illinois had total deposits in 1926 amounting to the sum
of 2,313,300,000. The State had total deposits tled-up In
closed Institutions between 1927 and October, 1932, amounting
to ,339,900,000. This gives 14.6 per cent as the amount of the
1926 deposits that became tied-up in banks which closed between
1927 and October, 1932.
There has been many attempts to account for the unprecedented
number of bank failures during the past three years. lany of
1 National Industrial Conference Board, The Banking Situation
in the United States, p. 52.
2 The Bankers Magazine, January, 1935, p. 11.
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these studies come to the same general conclusion that one of
the contributing factors Is that small banks are generally
high-cost banks, regardless of where they are situated, whether
In large cities or rural communities.
Studies made by various Federal Reserve Banks show that
net earnings of banks with loans and investments of less than
one million dollars were regularly lower than for banks with
loans and investment resources above that amount.**
The Chicago Federal Reserve Bank made a study of the costs
in Its district in 1928.3 Banks outside Chicago, with loans
and investments of less than ^250,000, had a ratio of expenses,
excluding interest on deposits and borrowings, to gross income
of approximately 50 per cent. This ratio declined rapidly with
the increasing size of banks, amounting to practically 38 per
cent for banks with loans and investment resources of v750,000
and over.
The above discussion substantiates earlier statements in
view of the fact that branch-banking institutions must necessarily
have large resources.
Table VI shows bank suspensions in selected States during
1930. These are the States having the greatest number of
failures during the year. Of the total eighteen States, branch
banking is prohibited by law in eight, (Arkansas, Illinois,
Missouri, Nebraska, Kansas, Florida, Texas, iilabama); there is
1 National Industrial Conference Board, op. cit., p. 42.
2 Hearings, pp. G16-617.
3 Ibid.
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TABLE VI
Bank Suspensions In Selected States During 1930"
STATE
. rkansas
Illinois
~ issouri
North Carolina
Indiana
Iowa —
North Dakota
South Dakota
Mississippi
Nebraska
Kansas
Florida
Texas
Alabama -
Georgia
Kentucky
Tennessee
South Carolina
NUMBER OF
SUSPENSIONS
J 11 other States
TOTAL
135
126
104
95
90
86
60
54
52
44
43
39
34
34
31
29
28
27
236
DEPOSITS
(In millions
of dollars)
47
63
20
57
38
31
5
11
27
10
11
45
11
9
6
63
28
7
376
B651,345
* Annual Report of the Federal Reserve Board (1930), p. 18,
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no lau regarding branches in three of them, (north Dakota,
South Dakota, Kentucky) ; five of the States permit limited
branch banking, (Indiana, Iowa, Mississippi, Georgia, Tennessee);
while two allow state-wide branches, (North Carolina and south
Carolina)
.
The following quotation shows a similar situation, but
covering the period from 1921 to 1929: "It is no doubt more
than a coincidence that 60^ of the bank failures in 1921 to
1929 were in 10 of the states prohibiting or having no legis-
lation regarding branch banking,-*- while 79 cb were in all such,
and that in 1930 the respective figures were ZG% and 75;£. 1,2
Table VII shows the number and percentage of bank suspen-
sions by States from 1921 to 1930. The three States of North
Carolina, South Carolina, and Arizona, having state-wide branches
had a rather high percentage of failures . The four States of
Delaware, Maryland, California, and Rhode Island have state-wide
laws and the suspensions have been kept at a relatively low
percentage, ?,laine and Vermont3 have what practically amounts
to state-wide branches and have a small percentage of failures.
Virginia is frequently listed as having state-wide branches
.
There are some restrictions imposed, however, as pointed out
on page 67. Branch banking is permitted in the District of
Columbia and it Is noted from the table that no failures were
recorded there.
Table VIII shows the suspension of branch bank systems
1 Iowa, Kansas, Minnesota, Missouri, Montana, Nebraska, Texas,
North Dakota, Oklahoma, and South Dakota.
2 The National Industrial Conference Board, The Banking
Situation in the United States, p. 57.
3 See page 66.

77
TABLE VII
Number and Percentage of Bank Suspensions by States, 1921-1930"
TOTAL
BANKS JUNE SUSPENSIONS PER CENT
NO SUSPENSIONS 30, 1920 1921-1930 SUSPENSIONS
District of Columbia** 45 —
0.1#-5# SUSPENSIONS
New Hampshire**** 125 2 1.6
New Jersey -•>* 388 6 1.6
Verr.ic b*«« 108 2 1.8
Maine*** 161 3 1.9
Massachusetts*** 465 9 1.9
New York*-"-"- 1,056 34 3.2
Connecticut** 220 9 4.0
Delaware***** 47 2 4.3
Maryland***** 282 13 4.4
5.1#-10# SUSPENSIONS
California***** 723 38 5.2
Rhode Island***** 48 3 6.3
Ohio*** 1,145 80 6.9
Nevada*-* 33 3 9.1
10 . l%-20% SUSPENSI ONS
Wisconsin** 976 99 10.1
Kentucky**** 584 72 12.4
Michigan**-** 700 87 12.4
West Virginia** 340 44 12.9
Virginia*:-* 488 65 13.3
ashington*"- 394 59 14.8
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TABLE VII (Cont.)
Number and Percentage of Bank Suspensions by States, 1921-1950
10.1^-20^ SUSPENSIONS
TOTAL
BANKS JUNE
30, 1920
SUSPENSIONS
1921-1930
PER CENT
SUSPENSIONS
Louis iana-ss*-* -———
—
267 43 16.1
Vr»egon->* ———— 277 45 16.2
-- 1,610 264 16.4
Utah-"- 133 21 16.5
94 17.2
66 18.7
205 19.4
266 19.7
20.1^-30^ SUSPENSIONS
— 1,582 •2 "Z *Zu/ 21.0
403 94 23.0
— 1,652 400 24.2
*Tlssisslppl-»-.- 354 86 24.3
433 28.5
30.1#-40<£ SUSPENSIONS
Okl'-I-orna-"-"-"-* 959 290 30.2
Nebraska::-"- — 1,196 383 32.0
73 32.9
North Carolina::-:!-^:-:?- — 623 218 33.4
614 34.8
32 36.8
160 60 37.5
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TABLE VII (Cont.)
Number and Percentage of Bank Suspensions by States, 1921-1950
1
Over 40^ SUSPENSIONS
TOTAL
BANKS JUNE
30, 1920
SUSPENSIONS
1921-1930
PER CENT
SUSPENSIONS
Arkansas"-* 487 230 47.2
Georgia* :-* 738 350 47.4
214 49.6
Nov; Mexico*'-" 123 62 50.4
898 489 54.4
South Carolina***** — 461 254 55.1
South Dakota*"-** 604 448 74.1
265 229 86.4
• Cartlnhour, Branch, Group and Chain Banking, pp. 22-23.
KEY TO TABLE:
** States In which branch banking is prohibited by law.
*::-* States in rhich limited branch banking is permitted.
**** States having no laws regarding branch banking.
***** states permitting state-wide branch banking.
NOTE:
By referring to page 69 it will be noted that Iowa
and Montana prohibited branch banking from 1927 to 1931.
The same page shows that Ohio enacted more liberal laws
concerning branch banking In 1931. Page 70 shows that
the branch banking provisions for South Carolina comes
only by implication and evidently Is not satisfactory.
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from 1921 to 1929. From the standpoint of deposits, the year
1929 was the worst for the branch systems • In this year the
total deposits in all banks In the United States amounted to
approximately £.54*000, 000, 000. 1 By subtracting the deposits
of reopened branch systems In 1929 from the amount of deposits
in suspended banks of that year, it gives .0025r£ as the per-
centage of the total deposits In the United States that the
branch systems tied-up because of failures. In the same year
there were total deposits in all suspended banlcs in the United
States amounting to (234,500,000. From this amount Is sub-
tracted the approximate amount (v20,000,000) of deposits In
suspended branch systems and the approximate amount (^,25,800,000)
of deposits in reopened banks In the United States other than
the branch systems, and the amount cf deposits tied-up in closed
banks other than the branch systems Is (,188,700,000 . This gives
.034^ as the percentage of total deposits that became tied-up
In closed Institutions in 1929 other than branch systems. On
June 30, 1924, banks operating branches controlled 32 of all
bank resources in the United States. It is estimated that at
the beginning of the year 1930 they controlled 39 i. 2
1 Annual Report of the Federal Reserve Board (1929), p. 102.
2 The National Industrial Conference Board, The Banking
Situation in the United States, p. 52.
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SABLE VIII
Suspensions of Branch Bank Systems, 1921-1929*:
(Deposits in thousands of dollars)
Ho. of
branch
No. of branches
in operation
Branch systems reopened
Year banks
systenis
suspended
Total
deposits
In head
office
city
Outside
head
office
city
Mo. Deposits
Number
of
branches
1921 5 v 10, 917 — 5 --— —
1922 1,151 — 1 ----- —
1923 1 28 1 —
1924 4 1,365 cO JL 1
1 1
1926 11 7,448 33 2 814 2
1927 3 2,851 7
1928 4 2,395 1 7
1929 10 19,955 7 11 1 5,882 2
TOTL 41 048,319 9 71 4 ,6,742 5
-* Hearings, p. 462.
** This bank reopened but closed again and is not included
with the reopened banks.
NOTE:
The following comment was made concerning the table from
which Table VIII has been copied: "of the 41 branch systems
that were reported as having suspended during the period
1921-1929, 29 had only 1 branch each, 6 had 2 branches, 2 had
3 branches, 2 had 4 branches, 1 had 5 branches, and 1 had 20
branches. The latter bank and its branches at the time of
suspension were reported to have had deposits of ^2, 805, 000."
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Reasons for the Passage of the McFadden Bill
It is a common thing to speak of the forty-eight state
laws and the national lav; under which our banking institutions
have been developing since the Civil War. There is the national
system which is found in every State in the Union, and operat-
ing beside it the laws of the individual States.
Shortly after the state banks were taxed so heavily on
note issues that the practice had to be discontinued, the
national banks dominated the various States. The state banks
reached their low point about 1875, when the capital they em-
ployed was less by a third than their capital in 1867. 1
In 1884 the state institutions had but 25 per cent of the
commercial banking resources of the United States. From about
this ti'ne, however, they began to increase activities. The
panic of 1895 took a heavy toll of national banks, as v/ell as
the state banks, yet, the state chartered institutions came back
strong after the panic. Even before the panic, many state banks
were organized in the new developing west in sections where it
was Impossible for national banks to be established.
It was In 1855 that the first trust company was chartered
doing an exclusively trust business.5 In the year 1875, thirty-
five trust companies made reports to the Comptroller of the
Currency.^ By 1884 there were 2,625 national banks v/ith aggregate
resources of some ,.2,500,000,000, as compared with 1,017 state
1 Referendum No. 45, Chamber of Commerce of the United States
of America, p. 5.
2 Report of the Comptroller of the Currency (1927), p. 2.
5 Referendum No. 45, p. 51.
4 Ibid.
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banks and trust companies with aggregate resources of about
,760, 000, 000. 1 It was estimated that about 100 of the latter
were trust companies.
There were those who looked with covetous eyes on the
increasing nunber of state chartered banks with their seemingly
advantages over the national banks in many sections of the
country. This was especially the case in the smaller towns
where the necessary s,50, 000 capital for a national bank could
not be raised.
In 1900, an act was passed by Congress permitting national
banks to be organized in towns of less than 3,000 population
and capitalized as low as £25,000. In connection with this
change in the capitalization of national banks, the Chamber of
Commerce of the United States write as follows:
"There was an almost instantenous response in the
growth of national banks in the less populous and less
wealthy portions of the country. V'hereas during the
five years preceding 1900 there had been a net yearly
decrease of 28 in the number of national banks in
operation, there was during the five years, 1900 to
1904, an average net yearly increase of 390 national
banks • Indeed, the period from 1900 to 1913 has been
referred to as the 1 golden age 1 of national bank
organization. Bo other period has been so prolific
in the organization of national banks. But state
. banks and trust companies were making even more rapid
strides during this period. The relative numbers of
trust companies, state banks and national banks in
the years 1900 and 1913 are shown below:
TRUST COLlPANIhS
1900
1913
No.
290
1,515
$1,330, 000, 000
5,123,000,000
Resources
1 Referendum No. 45, p. 31.
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STATE BANKS
1900
1915
No.
4,569
14,011
s , 1,759,000,000
4,145,000,000
Resources
NATIONAL BANKS
1900
1915
No.
5,752
7,475
4,944,000,000
11,056,000,000
Resources
"It was during this period that national and
state banks came into direct competition with each
other in practically all sections of the country,
and that the more liberal powers and privileges of
state banks began to react in a definitely unfavor-
able way upon the national banks. Yet, the above
chart shows that the relative position of the two
classes of banks as regards their control of the
banking resources was not materially altered in the
thirteen-year period. 1,1
It is quite noticeable from the above quotation that a
conflict between national banks and those with state charters
became more pronounced after it was possible for the former
to be established with a capital of v 25,000.
The banking system was reorganized to a considerable extent
by the passage of the Federal Reserve Act in 1915. In this re-
organization, it was recognized that state banks and trust
companies, especially the latter, had developed a field of
banking activity which was not open to national banks. Parity
of power was aimed at now, and in order to enable the national
banks to more successfully compete with the state banks and
trust companies, certain additional powers were given to the
national banks. By an act and certain amendments, national
banks were permitted, upon aporoval of the federal Reserve Board,
IReferendum No. 45, p. 51
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to serve in the capacity of trustee, executor, administrator,
registrar of stocks and bonds, guardian of assets, assignee,
receiver, and in any other fiduciary capacity which by state
lav/ was permitted to state institutions in the same place. 1
There were still other privileges granted to national banks
so they could more favorably compete with the other insti-
tutions mentioned above.
It was not long until it seemed necessary to aid the
national banks by further favorable legislation in order that
they might more favorably compete with the state banks and
trust companies, for the Comptroller of the Currency pointed
out in his report to Congress in 1924 that the national banks
were gradually declining in relative strength, having lost
more than £2,250,000,000 to the state systems during the pre-
ceding six years. It was also noted that the aggregate re-
sources of the national banks had dropped from 75 per cent of
the total of commercial banking resources in the United States
in 1884 to about 46 per cent in 1926.
This agitation finally crystallized into what has commonly
been called the "McFadden National Bank Bill" which was intro-
duced in the first session of the sixty-eighth congress on
February 11, 1924, by Chairman McFadden. (h. K. 6855, 68th
Cong., 1st sess.) s On May 14, 1924, an almost Identical bill
v/as introduced in the Senate by Senator Pepper.4 Since this
time the bill has been frequently referred to as the ":;cFadden-
1 Referendum No. 45, p. 32.
2 Report of the Comptroller of the Currency (1927), p. 2.
3 Ibid.
4 Collins, The Branch Banking Question, p. 82.
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pepper Bill."
It was not until February 25, 1927, that a bill incorporat-
ing many of the principles as the "llcFadden National Bank Bill"
introduced in 1924 became a law. This legislation had its
origin in the recommends t ions made to Congress by lienry M. Dawes,
who was then Comptroller of the Currency. 1
The Comptroller of the Currency points out that during
the three-year period ending with September, 1926, while the
McFadden Act was pending, "253 national banks entered the state
systems, taking with them aggregate resources of more than
$1,000, 000, 000. 1,2
The provisions of the TflcFadden Act with reference to branches
of national banks is summarized in the Hearings held by the House
as follows:
"(1) Any national bank may retain and operate such
branch or branches as it had in lawful operation on
February 25, 1927, regardless of their location.
"(2) Any national bank which has continuously
maintained and operated not more than one branch for
a period of more than 25 years immediately preceding
February 25, 1927, may continue to maintain and
operate such branch, regardless of the legality of
the establishment of such branch or the maintenance
of it prior to the enactment of the McFadden Act
.
"(3) Where a State bank converts into a national
bank such national bank may retain and operate any
and all branches of such State bank which any bank
had in lawful operation on February 25, 1927, regard-
less of their location.
"(4) If a State bank consolidates with a national
bank, such consolidated national bank may retain and
operate any and all branches of either the State bank
or the national bank which any bank had in lawful
operation on February 25, 1927, regardless of their
location.
1 Report of the Comptroller of the Currency (1927), p. 2
2 Ibid.
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"(5) Where two or more national banks consolidate,
such consolidated national bank may retain and operate
any and all branches of any one of the constituent
national banks which any bank had in lav/ful operation
on February 25, 1927, regardless of their location*
"(6) After February 25, 1927, national banks may
establish and operate new branches subject to the
following conditions and limitations:
"(a) Such branches may be established and operated
only within the limits of the city, town, or village
in which the parent bank is situated;
"(b) Such branches may be established and operated
only in those States the laws of which permit State
banks to establish and operate similar branches;
n (c) No such branch may be established in a city,
town or village of which the population by the last
decennial census was less than 25,000;
"(d) Not more than one such branch may be estab-
lished in any city, town or village of which the pop-
ulation by the last decennial census does not exceed
50,000;
11 (e) Not more than two such branches may be estab-
lished in any city, town or village of which the pop-
ulation by the last decennial census does not exceed
100,000;
w (f) In any city, town or village the population
of which exceeds 100,000 the determination of the
number of branches which may be established by national
banks is left to the Comptroller of the Currency; and
"(g) No such branch shall be established or moved
from one location to another without first obtaining
the consent and approval of the Comptroller of the
Currency.
"(7) The term 'branches' as here used includes
any branch bank, branch office, branch agency, additional
office, or any branch place of business located in any
State or territory of the United States or in the Dis-
trict of Columbia where deposits are received, checks
paid or money lent,
"(8) This section of the IIcFadden Aet does not
affect the establishment or maintenance of branches
by notional banks in foreign countries or dependencies
or insular possessions of the United States pursuant
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to the provisions of section 25 of the Federal reserve
act
.
"(9) The words »State bank,» 'State banks,* 'bank, 1
or »banks' as used in this section includes trust
companies, savings banks, or other such corporations
or institutions carrying on the banking business under
authority of State laws.
"(10) National banks are expressly authorized to
transact at branches established or maintained in
accordance with the provisions of the ItcFadden Act
any and all business which might be lawfully trans-
acted at the head office.
(b) State member banks of the Federal reserve
system: Under the McFadden Act, any State bank which,
on February 25, 1927, had established and was operat-
ing a branch or branches in conformity v/ith the State
law, may retain and operate such branch or branches
while remaining or upon becoming a member of the
Federal reserve system. In other words, any nonmember
State bank which, on February 25, 1927, had established
and was operating a branch or branches in conformity
with the State law and which becomes a member of the
Federal reserve system is entitled by law to retain
such branch or branches, regardless of the number or
location thereof; and any State member bank which, on
February 25, 1927, had established and was operating
a branch or branches in conformity v/ith the State lav/
is lawfully entitled to retain and operate such branches
while remaining a member of the Federal reserve system,
regardless of the location or number of such branches. 1,1
1 Hearings, p. 435-437

Some Opposition to the llcFadden Bill
There was considerable opposition to the Llcladden Act,
especially the part dealing with branch banking. This is
quite evident when it is remembered that the bill was intro-
duced in the House by Mr. \*cFadden February 11, 1924, and
the passage of it was not effected until February 25, 1927.
The small banks, and especially the countr e banks, were
particularly opposed to the passage of a bill that would
jeapordize in any way their position in the banking field.
The Act as finally passed aid. not permit an extension of
branches beyond city limits for the national banks. It did
not, however, aid the country banks as some favoring the Act
maintained that it would. And it is the country banks that
are most desperately in need of aid.
The McFadden Act seems to be only one step toward con-
structive legislation. It has been successful to some extent
in making it possible for national banks to compete more
favorably with state chartered institutions in those States
permitting branch banking. Nine months after the passage of
the bill the Comptroller of the Currency wrote: "It has fully
justified itself, as the additions to the resources of the
national banking system have more than offset the losses during
the three-year period prior to the enactment of the act."-1-
This optimism was short-lived however.
1 Report of the Comptroller of the Currency (1927), p. 2.
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How Successful the ?.!cFadden Act Eas Been
The following quotation comes from Hearings held by the
House on Branch, Chain, and Group Banking:
"There are many inequalities in the branch banking
provisions of the McFadden Act as they affect national
banks and State member banks, respectively, and to a
certain extent that act fails to place these two
classes of banks on an equality with respuct to the
establishment of branches." 1
The quotation indicates that no uniformity exists with
respect to laws governing the establishment of branches by
national banks. For instance, in those States where state-
wide branch banking is permitted, the national banks are not
permitted to establish then outside the city limits of the
head office. In those States prohibiting branch banking,
the national banks are not permitted to establish branches
even in the city of the home office.
The McFadden Act was an attempt to settle the branch
banking question and to give national banks parity with state
banks. Present-day developments in Congress over the branch-
banking section of the Glass Bill testify that no such settle-
ment has been made. Mr. Cartinhour says: "The McFadden Act
may therefore be characterized as a failure, insofar as it has
failed to solve this problem and also because it has not en-
abled the national banks to fairly compete with State banks. "^
Mr. Edmund Piatt, vice-president of the Marine Midland
Group, Inc., of Buffalo says:
"It ignored entirely the condition of country banking
1 Hearings, p. 457.
2 Cartinhour, op. cit., p. 289.
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and not only did nothing whatever to relieve the
situation which had resulted in an increasing number
of failures of small banks, but tended to make the
country banking position worse by preventing within
the Federal Reserve System further consolidations
outside of city limits in branch banking states." 1
1 Executives Service Bulletin, Vol. X, No. 11, Nov., 1952, p. 1.
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Changes In Branch Banking since the passage of the
^cPadden Act
The development of branch banking from February ZC> f 1927,
to June 30, 1930, is rather clearly shown by Tables IX and X.
Table IX shows that on February 25, 1927, which is the date of
the passage of the !,!cFadden Act, state member banks operating
branches was 189, or 24 per cent of all banks having branches.
By June 30, there was a decline to 169, or to 21 per cent of
the total. The number of branches belonging to state member
banks in February 25, 1927, as shown by Table X , was 1,560,
or 54 per cent of the total; in 1930 the number had declined
to 1,308, or to 36 per cent of the total. The number and the
percentage of branches held by national banks on these re-
spective dates were 390, or 13 per cent; and 1,041, or 29 per
cent. It will be noted from Table IX that on each date the
majority of banks having branches were non-member banks.
Table X shows that the number of local branches increased
by 541 from 1927 to 1930, or a 28 per cent Increase; while
outside branches increased by 177 during the same time, or an
18 per cent increase. It Is observed from Table IX that about
72 per cent of all banks having branches In 1930, had only one
or two branches; about 16 per cent had from three to five
branches; about 4.6 per cent had from six to ten branches; and
about 7.4 per cent had more than ten branches
.
Table XI gives some facts concerning the number of banks
operating branches and the number of branches in operation by
groups of States ana by the leading branch-banking States from
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the passage of the McFadden Act until June 30, 1930. This
table shows that branch banking has grown up in the States
having laws favorable to the movement. In June, 1930, nine
States and the District of Columbia permitted branch banking
on a state-wide basis and had about 36 per cent of all branches.
These same States had 27 per cent of the number of banks having
branches. The twelve States restricting branch banking as to
location shown by the table include about 62 per cent of the
total branches and about 70 per cent of the banks having
brandies. The industrial States of the East: Massachusetts,
New York, New Jersey, and Pennsylvania, accounted for about
45 per cent of the increase in branches in the States restrict-
ing branches as to location. 1
1 A rather complete discussion on branch banking will be found
in the Federal Reserve Bulletin, April, 1930, p. 144, and
December, 1930, pp. 766-768; tables in the December, 1930,
issue, pp. 811-817.

TABLE IX
Banks Having Branches on February 25, 1927, and June 30, 1930
Class of Bank Feb. 25, June 50,
1927 1930
All banks, number 26,97s1 23,852
Banks operating branches
Number 779 817
National 145 165
State member 189 169
Non-member** 445 483
Number operating branches
In home city only 476 512
Outside home city only 261 256
Both in and outside home city 42 49
Number of banks operating
1 branch 446 443
2 branches 127 144
3 to 5 branches 124 132
6 to 10 branches 35 58
More than 10 branches 47 60
Located in cities
100,000 population or more - 353 344
50,000-100,000 population — 65 78
25,000-50,000 population 61 80
Less than 25,000 population 300 315
1 March, 1927.
2 Includes mutual savings banks and private banks.
• Federal Reserve Bulletin, April, 1930, p. 151, and
December, 1930, p. 813.
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table x
Development of Branch Banking, February 25, 1927 and June 30,
1930*
Item Feb. 25,
1927
June 30,
1930
2,900 3,613
390 1,041
1,560 1,308
950 1,269
Located
1,929 2,470
971 1,148
In places of less than 2,500 — 634
In places of 2,500 to 10,000 — — 236
In places of 10,000 or over —
—
— 278
Method of establishment
1,996 2,410
735 1,060
169 148
1 Including branches of mutual savings banks and private banks.
* Federal Reserve Bulletin, April, 1930, p. 151, and
December, 1930, p. 813.
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TABLE XI
Number of Banks Operating Branches and Number of Branches in
Operation, by Groups of States, and Leading Branch-Banking
States, February 25, 1927, and June 30, 1930'"-
Class of States
No • of
Operating
Banlcs
Branches
Isio. of uranches
Feb. 25,
1927
June 30,
1930
Feb. 25,
1927
[ June 30,
1930
Total United States —
—
779 817 2,900 3,618
States permitting state
wide branch banking^ 226 218 1,120 1,308
Principal states
72 53 762 853
35 51 113 129
40 36 66 84
8 11 25 71
37 39 60 60
States restricting branches
575 1,726 2,257
Principal states
41 43 106 108
79 88 133 168
6G 62 401 434
14 57 21 106
106 103 517 - 750
Ohio 53 52 231 264
02 76 131 194
States prohibiting branch
banking by law or having
no provision^ 27 24 54 55
1 Includes nine states and the District of Columbia.
2 Includes twelve states.
3 Includes nine states.
4 Includes one branch in one state having no legal provisions
regarding branch banking.
• Federal Reserve Bulletin, April, 1930, p. 151, and
December, 1930, p. 813.
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Chain and Group Banking
Group banking in its present form is comparatively nev;.
In fact, it was unknown in its present form at the time of
the passage of the McFadden Act February 25, 1927. Chain
banking, however, has been known for a number of years; at
least since about 1890, originating simultaneously in the
South and Northwest. 1
M*. Barnett, writing in 1910, mentioned the fact that in
a considerable number of States not permitting branch banks
to be established "the affiliation of banking interest has
been accomplished by other means." 2 He says that the control
of several banking interests were secured either "(a) through
the ownership by a state bank or trust company of a controll-
ing interest in the stock of other banking institutions, or
(b) through the ownership by a person, a group of persons, or
holding company of a controlling interest in several banking
institutions."5
There has been a confusion of terms in respect to the
two types of banking practices mentioned above, and sometimes
people unfamiliar with the history of the development even
confuse branch banking with these. rj here is a clear-cut dis-
tinction between these types of banking practice, yet the
records available having to do with group and chain banking
did not make a clear distinction in the very early days of the
development of group banking.
1 Cartinhour, op. cit., p. 82.
2 Barnett, op. cit., p. 138.
5 Ibid.
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There has been a conscious effort on the part of some to
confuse the terms "group" and "chain." This came about be-
cause chain banking fell in considerable disrepute in certain
sections of the country, due, primarily, to unethical and
unbusiness-like methods employed in some of the chains. Some
individuals connected with chains have maintained they were
groups so the stigma of certain chain practices would not haunt
the affiliations.
Former Comptroller of the Currency, Mr. Pole, said: "In
current discussions the terms * chain banking 1 and 1 group bank-
ing* are sometimes used synonymous and sometimes as opposed
to one another. Frequently the phrases 'chain and group bank-
ing' and 'chain or group banking* are used." 1
Mr. Pole says that chain banking is a condition in which
a number of banks are "owned or controlled by the same indi-
vidual or by a group of individuals." Group banking, though,
according to Mr. Pole, is "the ownership and some element of
operating control of several banks through the medium of a bank
holding company." The chain banks, then, are owned and con-
trolled by an individual or Individuals, while the group banks
are owned and controlled by a holding company.
Mr. L. h. Wakefield, President, First Bank Stock Corpor-
ation, Minneapolis, Minnesota, says:
"Group banking is the name that has come into
common usage for this step in the evolution of the
American banking system, which has developed extensi-
vely in the Northwest, prompted by a need to meet a
1 Hearings, p. 26.
2 Ibid.
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definite change in economic conditions. Group banking
is not simply chain banking under another name. Chains
of banks under common ownership or common control,
usually of a single individual, have existed for gen-
erations, the majority stockholder or stockholders
simply exercising that natural right to supervise the
operations of all the corporations in which their
holdings represented controlling interests. Chain
management generally reflected a single dominant indi-
vidual. Group banking, on the other hand, is the
association of a number of corporately independent
institutions within a single holding company for mutual
advantages, the group being built around one or more
large banks of a territorial nature and its management
resting in the hands of the banking interests of the
territory served. "1
The following is quoted from Mr. George F. Rand, President,
?!arine Midland Corporation, Buffalo, New York:
"Group banking implies the ownership by a holding
company managed by bankers of a controlling stock
interest in a group of banks or trust companies. It
is a banking system whereby a number of corporately
independent financial institutions, retaining their
own identity, capital, personnel, and management, are
coordinated through majority stock control, by a
supervising holding company, operated by the banking
interests of the territory which it serves. The stock
of this holding company is widely distributed among a
large number of stockholders.
"Chain banking as the expression is commonly used,
refers to the ownership of stock control of a number
of banks, directly or indirectly, by one or more indi-
viduals who may be bankers, but are more often business
men who have acquired or operate the banks as adjuncts
of their business interests. Ultimate stock control is
usually lodged in one, or at most, in a very few individuals.
In branch banking the branches are merely offices of the
parent institution, under its direction, and with the same
corporate existence. All of the units of the organization are
in fact a single corporation with a common capital, and the
entire resources of the parent bank stand behind the branches.
1 Hearings, p. 904.
2 Ibid., p. 1182.
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As pointed out by Mr. fU S. Hecht:
"There is only one chartered bank in a branch
organization and the extensions from it are all in
the form of sub-offices without separate capital or
corporate existence* For everything that is done
through these offices the bank itself is responsible
legally and in every other sense of the word as though
it were done over its own counters in its head office."
Mr. Cartinhour says: "a further characteristic of chain
and group systems which differentiates them from branch systems
is that the former frequently embrace in the same chain or group
both national and State institutions, and may also embrace
institutions located in two or more States; furthermore, they
may extend into a number of different Federal reserve districts. "*
Many instances may be pointed out where one individual is
connected with dozens of banks through a chain system. For
instance, one man is president of twelve Michigan banks; one
man in Oklahoma is the head of fifteen banks; a chain of some
twenty banks in Iowa, Nebraska, and South Dakota all have the
same president. In Nevada there is a chain of twelve banks
which represents over one-third of the entire number of banks
in the State. Mississippi has a chain in v/hich the same
official is connected with ten different institutions.3 Mr.
Gerstenberg states that a promoter of a chain of banks some
years ago was made president of each one of the local banks at
a salary of ^500 for each. His total income from this source
was £55,000, since there were 110 banks in the chain.
It does not seem probable that the chains are going to
affect the banking institutions of the United States to any
1 Hecht, Report of the iconomic Policy Commission, American
Bankers Association.
2 Cartinhour, op. cit., p. 60.
3 Ibid., p. 05.
4 Gerstenberg, Financial Organization and Management, p. 216.
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considerable extent. The influence of then Is only slight '
at present and they are apparently losing ground relatively,
if not absolutely.
The condition with reference to the groups is exactly
the reverse to that of the chains. This system of banking
has seen all of its modern developments since the passage of
the McFadden Act and really took definite form in the last
six months of 1928. Mr. Piatt states that formal corporate
organization dates from the "filing of the articles of in-
corporation of the Northwest Bancorporation of Minneapolis on
January 24, 1929." 1
In total number of banks and operations, the largest
group banking organization in the United States on December 31,
1931, was the Northwest Bancorporation.2 This group operates
from Minneapolis throughout the states of the Ninth Federal
Reserve District, and beyond its borders in some instances. 15
This group was composed of 127 banks, nine investment corpo-
rations, and three livestock loan companies on December 31, 1931.
From the standpoint of resources, the group mentioned
above is exceeded somewhat by the Detroit groups, the Guardian
and the : etroit Bankers Corporation, and also the Marine Mid-
land of New York. The latter now comprises twenty-two banks
and has resources of £491,458,497, as of June 30, 1932.4
The central bank of the Marine Midland group is The Marine
Trust Company of Buffalo. It is the largest of the group and
its resources June 30, 1932, were £204,308, 127
.
5
1 Executives Service Bulletin, Vol. X, No. 11, Nov., 1932, p. 2.
2 Ibid.
3 Ibid.
4 Ibid.
5 Ibid., p. 7.
/
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In Buffalo, New York, Rochester, and Troy, the Marine
Midland banks have branches. The total number of banking
offices operated is seventy-six. In fact the group covers
the industrial section of western Nev/ York and has a bank
in practically every Important town. Recently it has made
such connections as to be in touch with every section of
the State.
Mr. Piatt says: "Group banking was developed because
of a real economic need—the necessity of finding some means
of bringing together many scattered banks for greater safety
and greater service »** He gives another reason for the
development as follows: "Group banking has served its purpose
extraordinarily well during a period of very great stress and
difficulty and, in some sections of the country, has done
more to promote confidence and stability than any other one
thing. 1,2
1 Executives service Bulletin, Vol. X, No. 11, Nov., 1932, p. 7.
2 Ibid.
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Holding Companies as They Affect Branch Banking
It Is quite elvdcnt tliat holding companies, to a large
extent, have been organized to control banking operations In
order to circumvent Federal and State laws on branch banking.
Something like 80 per cent of the chains and groups are found
In States where branch banking is prohibited or not provided
for. 1 The greatest number of chains and groups are found in
the States of California, Massachusetts, New Jersey, New York,
Pennsylvania, Michigan, north Dakota, Oklahoma, South Dakota,
Arkansas, Illinois, Iowa, Kansas, Minnesota, Nebraska, Montana,
Texas, Washington, and Wisconsin. Branch banking is permitted
in the first five of these States, or is slightly restricted;
in the next four the law is silent on it; while it is definitely
prohibited in the remaining ten.
The Federal Reserve Board takes cognizance of the trend
toward banking by holding companies in the annual report for
1927. In this report, however, the distinction has not been
made between chain and group banking that has been made in
tills study. The report says In part:
"During the past few years the expanding operations
of financial companies specializing in the purchase of
bank stock have presented special problems to Federal
and State officials charged with the responsibilities
of bank supervision. Such campanies have been organized
in increasing numbers to operate extensively in the
field of banking, not simply as investment agencies
but specifically in individual instances to acquire
control of corporately independent banking institutions,
through stock ownership, and to exercise this centralized
1 Cartinhour, op. cit., p. 121.

104
control in effecting bank mergers; in extending identical
or virtually single corporate control over companies
operated as subsidiaries in special fields of banking;
in building up branch systems in states which permit
branch banking; and in building up in these and in other
states—but particularly in states which do not permit
branch banking—chain systems, embracing in individual
instances banking institutions operating under national
and state charters in several states* Since sucli com-
panies are not directly engaged in the business of bank-
ing as defined in Federal or state statutes, they have
not been subject to supervision or regular examination
by banking authorities. In some respects the control
exercised through stock ownership over a group of banks
operated as a system is similar to that exercised by a
parent bank over its branch offices. The character of
the financial company brings it clearly within the
field of banking activities, and banking officials have
been urged to subject developments of this character to
careful scrutiny." 1
It is seen, then, that a system of banking is being
developed in the United States and being used as a substitute
for branch banking, which does not subject itself to proper
supervision by Federal or State officials. On this subject
George B« Barnett says that the holding company type of bank-
ing "seems, in most of its forms, beyond the reach of any ex-
cept the most radical legislation."^
The term "bancorporation" is being used to designate the
unification of banks by holding companies. It is a coined
word of recent origin. The credit for conceiving and Inaugu-
rating its use is credited to the officers of the Ilarine
Bancorporation v/lth headquarters at Seattle, Washington. It
was first used there in 1927, and there has been no attempt
to restrict the use of It to this one holding company
.
s !lr.
Cartinhour says It should be pronounced bank corporation.^
1 Annual Report of the Federal Reserve Board (1927), pp. 50-31.
2 Barnett, op. cit., p. 140.
5 Cartinhour, op. cit., p. 60.
4 Ibid.
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Opinions of Former Comptrollers of the Currency on
Branch Banking
Back as early as 1896 James H. Eckles, comprtoller of the
Currency, recommended that law be enacted as indicated in his
report to Congress which reads:
"That national banks be permitted under such regu-
lations and restrictions as shall be made by the Comp-
troller of the. Currency and approved by the secretary
of the Treasury to establish branch banks in towns and
villages where no national bank is established and where
the population does not exceed 1,000 inhabitants, such
branch banks to have the right to receive deposits, make
loans and discount, and buy and sell exchange, but in
no case to be permitted to issue circulating notes other
than of the parent banks." 1
The next man to take the office of the Comptroller of the
Currency, Charles G. Dawes, had the following to say in 1898:
"The Comptroller recommends, in accordance with
former recommendations of his predecessor, that domestic
branch banking should be legalized in communities of
less than 2,000 inhabitants, many of which are now
unable to support independent banks ."^
In 1916, Comptroller John Skelton Williams recommended that
branches within city or county lines be permitted if approved
by the Comptroller of the Currency.
D. R. Crissinger, Comptroller in 1921, favored the branch
banking plan and said "an amendment of this character received
the approval of the national bank section at the recent annual
meeting of the American Bankers 1 Association." 3
The agitation for branch banking legislation started in a
definite form in 1923 as noted by the statement of Henry M.Dawes,
Comptroller of the Currency.
1 Heport of the Comptroller of the Currency, Vol. I, 1896, p. 100.
2 Ibid., Vol. I, 1898, p. XL.
3 Ibid., 1921, p. 9.
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"Either the national banks should be accorded the
full branch banking privileges of the State banks and
extensive branch banking be permitted in the Federal
reserve system or ,'tate-wide branch banking should not
be permitted in the system. There is no middle ground.
It is a question of either embarking upon a career of
branch banking for all practical purposes, or curbing it." 1
Mr. Dawes was strongly opposed to branch banking, however,
as pointed out by J. S. Lawrence in his book on "Banking Con-
centration in the United States." 2 The quotation from the
Comptroller seems to be simply calling for a show-down and
indicates the importance of the branch banking question.
It was in 1925, October 26, that the Comptroller of the
Currency issued regulations governing the "establishment and
operation of additional offices by national banks." The
regulations were designed to "enable the national banks to
meet, within the city limits, the competition of state banks
engaged in branch banking, in so far as they may be permitted
under the national bank act. ,lS This decision came about as a
result of an opinion of the Attorney General of October 3, 1923,
in which it was held that "although it is illegal for a national
bank to establish a branch bank, it might conduct some of its
routine or administrative operations, such as receiving deposits
and cashing checks, at offices located at a distance from the
banking house but within the same city."4
The Comptroller of the Currency in 1925, Joseph Mcintosh,
said in his annual report:
1 Report of the Comptroller of the Currency, 1923, p. 16.
2 Lawrence, Banking Concentration in the United States, p. 60.
3 Report of the comptroller of the Currency, 1923, p. 12.
4 Ibid.
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"The number of losses of national banks to the
various State systems within the past two years is
formidable enough to arouse the serious attention of
the Government of the United States. Many of these
banks had been in the national system for more than
50 years."!
In 1926 ?!r. Mcintosh in his recommendations for legislative
action regarding national banks not only made the recommendations,
but said: "For the past three years the Comptroller of the
Currency has urgently recommended the enactment of legislation
for improving the charter powers of national banks." 2
John W. Pole, Comptroller of the Currency from 1923 to
September 20, 1932, has been a very strong advocate of "trade
area" branch banking. He briefly defines "trade area" as follows:
"The trade area which I have in mind may be called
the metropolitan trade area. Such an area would
circumstance the geographical territory which embraces
the flow of trade from the rural communities and small
cities to a large commercial center. Branch banking
extended by metropolitan national banks into such a
trade area v/ould naturally give to those outlying rural
communities and smaller cities a strong metropolitan
banking service."3
Mr. Pole's recommendations for legislative action in 1929
follows
:
"These conditions would seem to warrant a further
amendment of section 5155 of the Revised Statutes of
the United States as amended by the act of February 25,
1927 (U. S. Code, tital 12, sec. 56), known as the
cFadden Act, to permit national banks, with the approval
of the Comptroller of the Currency to establish branches
within the trade areas of the cities in which such banks
may be situated. These trade areas may in some cases
be coextensive with Federal reserve district lines; in
other cases they may be of a more limited extent, but
in ray judgment they should not extend beyond Federal
1 Report of the Comptroller of the Currency, 1925, p. 5.
2 Ibid., 1926, p. 1.
3 Hearings, p. 23.
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reserve district boundaries, except to take care of
a few exceptional cases where a trade area may extend
from one Federal reserve district into another, nor
should a bank be permitted to establish a branch in
another city in which there is a Federal reserve bank
or a branch thereof •**
1 Report of the Comptroller of the Currency, 1929, p. 5
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Opinions of Bankers on Branch. Banking
There are many bankers in this country opposed to any
form of branch banking; there are others opposed to any form
except city-wide branches. Host of the country bankers oppose
the branch idea because such will certainly absorb their banks.
The American Bankers Association had been on record for a
number of years as opposed to branch banking, thus showing
the trend of thought of the majority of bankers.
It is evident to some extent at least that the bankers
throughout the country are becoming more in favor of the branch
banking system. This was particularly evidenced by the action
of the Association in Cleveland, Ohio, October 1, 1930. The
following resolution was proposed before the General Convention
and adopted:
"The American system of unit banking, as contrasted
with the banking system of other countries, lias been
pecularily adapted to the highly diversified community
life of the United States. The future demands the con-
tinued growth and service of the unit bank in areas
economically able to support sound, independent bank-
ing of this type, especially as a protection against
undue centralization of banking power. Modern trans-
portation and other economic changes, both in large
centers and country districts, make necessary some re-
adjustment of banking facilities.
"In view of these facts this Association, while
reaffirming its belief in the unit bank, recognizes
that a modification of its former resolutions con-
demning branch banking in any form is advisable. The
Association believes in the economic desirability of
community-wide branch banking in rural districts v/here
economically justified.
"The Association supports in every respect the
autonomy of the laws of the separate states in respect
to banking. No class of banks in the several states
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sliould enjoy greater rights in respect to the establish-
ment of branches than banks chartered under state laws." 1
In spite of the resolution of the American Bankers associa-
tion, the branch banking question is still highly controversial
among bankers. This is very much in evidence when glancing
through some of the "American Bankers Association Journals."
From both the North and South, East and West, comes arguments
in favor of branch banks and those against it.
Edmund Piatt, former vice-governor of the Federal Reserve
Board and now vice-president of the Marine midland Corporation
of Buffalo (a group system) writes in the American Bankers
Association Journal for August, 1952, and strongly upholds the
branch system. In his article he takes issue v/ith Felix
McWhirter, president of the Peoples State Bank of Indianapolis,
Indiana, who is opposed to branches. Thomas EU Preston, a
former President of the American Bankers Association and at
present is president of the Hamilton Jiational Bank of Chattanooga,
Tennessee, gives his favorable comments for branch banking In
the same magazine as KF« Piatt.
Mr. McWhirter, mentioned above, and who is President of
the State Bank Division of the American Bankers Association,
is opposed to branch banking, and especially objects to the
Glass bill v/hich is now pending in Congress. As ?!r. : Tc'.7hIrter
sees It, it Is not simply branch banking. It is a question
of whether the United States should continue under the dual
system, or change to a unified system under Federal supervision.
1 Problems We Bankers must \Teet, Publication of American
Bankers Association, 1950, p. 21.
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R . S. Hecht, president of Hlbemia Bank and Trust Company
of New Orleans In an address before the tri-state convention
of bankers from Arkansas, Mississippi, and Tennessee at Memphis
said: "Branch banking within the states should be extended by
the states to allow strong local financial center banks to
extend facilities to communities lacking adequate banking
facilities." 1
J. V/. McCoy, cashier of the First National Bank, Ashland,
Oregon, in a letter to the American Bankers Association Journal
said: "Whether or not it is within the power of Congress to
bring about a single system is open to serious question, but
we believe that such an end is so desirable that, if no such
avenue is open, then the states should be induced to surrender
their charter privileges to the Federal Government," 2
Coming from C. F. Zimmerman, president of the First National
Bank, Huntingdon, Pennsylvania, the following is quoted:
"Briefly stated, I am opposed to the idea. Any
sanction of it would be based on two motives as follows:
1. Bureaucratic control at Washington.
2. Promotion.
"The articles quote senator Glass as saying, •!
think the curse of the banking business in this
country is the dual system. 1 The writer believes that
the curse of the banking business In this country is
promotion of group, chain and branch banking systems."5
J. F. Sartori, president of the Security-First National
Bank of Los Angeles says:
"I would favor such a provision as is contained
in the Glass bill for state-wide branch banking on the
part of national banks, and a crossing of state lines
1 American Bankers Association Journal, July, 1932, p. 46.
Ibid., p. 15.
3 Ibid.
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to a distance or say fifty or 100 mllet to fit those
cases where cities are located close to state boundaries
and where business does not follow state lines. "1
In the "Journal of Commerce," published in Be* York
Thursday, January 5, 1953, there appeared an editorial entitled:
"Mr. Boderick»s Proposals." In this editorial the writer re-
views a series of proposals of the superintendent of Banks of
the State of New York. One of the proposals v/as an extension
of branch banking. The editorial comments on the advisability
of the proposals as indicated by the quotation: "The Boderick
proposal for extension of branch banking deserves careful
consideration, not only for application within the State, but
also as a model for transitional legislation for the country
as a whole."
"The New York Times" carried a news story January 3, 1935,
which showed the opposition John km Carroll, former Chicago
banker, has against branch banking. Mr. Carroll maintains
that the Glass bill is a "sugar-coated pill for branch banking."
"The remedy," he says, "is much worse than the disease."^
1 The Bankers Magazine, January, 1935, p. 10.
2 Journal of Commerce, January 5, 1933, editorial.
3 The New York Times, January 8, 1933, sec. 1, p. 1.
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Opinions of Business "en on Branch banking
Perhaps the trend of- thought or business men on branch
banking can be shown in no better way than through the actions
of the various State legislatures. In Chapter IV was shown
the recent changes in State laws relative to branch banking.
The amendments to the lav/s of these States do not tell the
whole story by any means. The following quotation gives a
better picture of the situation as it actually exists: "A
number of state legislatures have had before them during the
past winter branch banking bills, against which there was not
very much opposition but which were postponed to see what the
Federal Government was going to do." 1
That there Is still considerable opposition to branch
banking among public officials is evidenced by recent happenings
in Washington over the Glass banking bill. This bill has just
passed the Senate at the time of the writing of this study and
Is awaiting the action of the House. There were only nine votes
cast against the bill in the Senate, 2 yet senator Huey Long,
of Louisiana, carried on his famous filibuster for something
like a week in an attempt to keep it from coming to a vote.
Senator Long f s opposition to the bill was the section having
to do with branch banking.
H. V. Kaltenborn, editor and author, in a radio address
over the Columbia System January 12, 1955, maintained that the
"Glas3 bill In the main is sound."3 He continued by saying
1 American Bankers Association Journal, August, 1952, p. 15.
2 The Boston Post, January 26, 1955, p. 1.
5 Radio address of H. V. Kaltenborn, January 12, 1955, over
the Columbia System.
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that "branch, banking is sound and It explains in part at least
why few banks ha\-e failed In Canada and England." 'Tr. Kalten-
born concludes that "branch banking ought to be permitted with
certain supervision."
The following Is quoted from "Recent Economic Changes in
the United States §"
"With the operation of branches narrowly restricted
by legislation, the tendency toward concentration in
banking is manifesting itself to an increasing extent,
In a slightly different and decidedly more unsatisfactory
fashion—In the formation, under a bewildering variety
of arrangements, of chains of banks. Investment in a
limited number of shares in scattered banJcs does not
constitute a chain of banks. Some measure of control
and management is involved. Chain banking overleaps
state and national banks. Chains lack the internal
controls of a unified accounting system, and they escape
the simultaneous examinations to which banks with branches
are subject. In spite of these defects, with management
in honest and capable hands, good results will be attain-
ed, but it Is obviously a form of organization which
lends itself to grave abuse. "1
1 Recent Economic Changes in the United States, Report of the
Committee on Recent Economic Changes, of the President's
Conference on Unemployment, Herbert Hoover, Chairman,
Vol. II, pp. 692-695.
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The Author* 8 Opinion on Branch Banking
The American System of banking, as it is commonly called,
is, in the opinion of the author, no system at all but simply
a make-shift which has been used in the United States in the
place of a system. The American people have been able to get
along with the utter lack of a system because of their energy
and the enormous natural resources of the country* s vast expanse.
There is an attempt at two systems in this country. In
the order of time they arc*. First, the state nystem and,
secondly, the national system. There has not been a cooperation
and fusion of these two systems, but, instead, opposition and
unwholesome rivalry which has doubtless led to abuses in sound
banking principles now taking its toll in the form of suspended
banks.
There was an attempt to coordinate our dual system of
banking through the Federal Reserve Act. This has failed to
a very large extent because 30 many unit banks have not affiliated
themselves with the Federal Reserve.
The author is convinced that some system of banking is
essential in the United States whereby banks may operate with
branches uniformoly throughout the country. This does not
necessarily mean nation-wide branch banking, but, instead, at
least uniform laws in all States or regions. It might be state-
wide branch banking for all banks, or it might mean "trade area"
branch banking, or some other unit of operation might be used.
After making this study the author is convinced that branch
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banking is sound and desirable and is the normal way for banking
accommodations to be extended. There is convincing evidence
that banks in the States permitting branches in some form have
fared better during the present depression than those objecting
to branches as evidenced by laws or court decisions. The author
firmly believes in the quotation given on page 73 and repeated
here: "We cannot make good banking by legislation. Vie can,
however, by law set the conditions which are favorable to good
banking and allow the development thereunder of sound banking
principles and practices."
The small unit banks in both city and rural districts
must go. In fact they are going rapidly and the hammer is
coming down on the rest of them for the third time as this is
being written. It is likely that either branches or groups,
or a combination of the tvo systems, will replace to a very
large extent the remaining small unit banks of the United States
in a comparatively short time.
The people of the United States have placed a halo around
the American banker. Each community has prided itself in the
past on its own bank, owned and operated by its own citizens.
These little banks, many of them with a capital of less than
£25,000, are doomed regardless of the esteem held for local
bankers and the desire for each community to own a bank.
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